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Total Revenue

€ millions | change since previous year

7.025 7.514 8,509 9.393 10,242
-5% +7% +13% +10% +9%
10,000
7,500
5.000
2,500
9
2003 2004 2005 2006 2007
Operating Income
€ millions | change since previous year
1.724 2,018 2,337 2,578 2.732
+6% +17% +16% +10% +6%
2,400
1,800
1,200
600
0
2003 2004 2005 2006 2007

Revenue Breakdown by Sales Destination

€ millions | percent | change since previous year

USA 2,706

26% | +4%

Rest of
Americas B71

9% | +12%

Rest of
Asia Pacific Japan 828

8% | +22%

Germany 2,004

Rest of EMEA 3,386
3% | +13%

20% | 5%

Japan 447

4% | +4%

Software and Software-Related Service Revenue
€ millions | change since previous year

4716 5.184 5,955 6,596 7,427
0% +10% +15% 1% +13%
6.000
4.500 -
3,000
1,500
0
2003 2004 2005 2006 2007
Operating Margin
Percent | change since previous year in percentage points
245 26.9 27.5 27.4 26.7
+26% +2.4% +0.6% -0.1% -0.7%
24 - T
18
12
6
o
2003 2004 2005 2006 2007
Net Income
€ millions | change since previous year
1.077 1.311 1,498 1,871 1919
+112% +22% +14% +25% +3%
1,600
1,200 -
800
400
0 —
2003 2004 ) 2005 2006 2007




FINMANGIAL SURIRARY
FACTS AND FIGURES (U.S. GAAP)

SAP Share in Comparison with the DAX®, the Dow Jones EURO STOXX
December 29, 2006 to February 29, 2008 | percent

125 W SAP Shars (Xetra")

50*, and the GSTI* Software Index

B DAX 30 Performance Index {Xetra)
120 O Dow Jones ELJRQ STOXX 50° - Price Index

O Goldman Sachs GSTI Software Index - Price Index /] \fl ¥ \
115

10 [\n/I/WVMJ WA Pﬂ\JJV\f\m \j“j\erﬁ\/ \fﬁj

70

01 02 03 04 05 06 07 08

Core Enterprise Applications Vendor Share"
Percent | change since previous year in percentage points

Rest of market 51.9 SAP 28.4
-57% +4%

Cracle 16.5
+1.4%

Microsoft 3.3
+0.4%

" Based on workiwade software and software-related senaces revenues on a rofing four-quarter basis.
for Mrcrasoft and Oracle business solutions onty

Revenue Breakdown by Type of Activity

€ millions | percent | change since previous year |

constant-currency change since previous year

Training 410

Software 3,407

4% [ +7% | +11%

Consulting 2,221
22% | -1% | +2%

Other service 113
1% | +18% | +23%
Other 71

33% | +13% | +18%

Subscription
and other software-
related service 182

1% | +3% [ +7%

2% | +41% | +46%
Support 3,838

7% +11% | +15%




|  ELPINE CUSTOXIERS ADART 70 A WORUD OF GRANEE
-+ OUR ROAD MAP TO THE FUTURE

Innovation is no longer the exclusive realm of the research and
development lab. Today, it's the responsibility of every person in every
organization - every business day.

~ SAP fosters innovation at the speed of today's fast-moving business
environment. From technology platforms that allow applications to be cus-
tomized “on the fly,” to comprehensive support services, to the world’s
most complete family of solutions for businesses of all sizes, we provide
the tools that enable customers to stay one step ahead of relentless
change while helping individual users work more productively. What's more,
we deliver these tools with the added value of unparalleled expertise

in more than 25 distinct industries, and the support of the world’s largest
partner ecosystem.

This unique combination has helped SAP become the world's enterprise
software leader, with 43,800 employees in more than 50 countries, and
over 46,100 customers worldwide.

SAP continues to accelerate the pace of change, through new technology
platforms, new applications, and new best practices, to serve an ever-
expanding universe of customers, industry categories, and business roles.
Because innovation and responsiveness are what our business is all about.

Financial Summary —o
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LEVVER VO UTHE SHARENCLDERS
GROWTH THROUGH INNOVATION

Dear shareholders, customers, partners, and colleagues,

SAP experienced an cutstandingly dynamic year in 2007.
We introduced an entirely new solution for small businesses
and midsize companies and carried out the largest acqui-
sition in our history. As these two milestones illustrate, we
are moving forward and setting the course for the future.
At the same time, our innovations in ocur product and
business models successfully enhanced our core busi-
ness, enabling us to achieve excellent results for the year:
SAP generated revenue in excess of €10 billion for the
first time. On a constant currency basis, our growth was
the strongest for seven years, with an operating margin

at the upper limit of our guidance. With 8,100 new
customers, we increased our market share by another
four percentage points.

So was it a successful year all round? Unfortunately not.
As an SAP shareholder. you cannot be satisfied with the
development of our share price. Neither are we. Neverthe-
less, you invested in SAP or decided to hold true to your
investment. For that, | would like to thank you on behalf of
the SAP Executive Board and our employees. We strongly
believe that you have made a good decision. We also
believe that we, too, have made good decisions that justify
the trust you have shown in us.

Strong Growth from Inside

We continued to pursue our strategy of organic growth in
2007, increasing software and software-related service
revenue by 17% on a constant-currency basis. This result
significantly exceeds our forecast. It is an excellent bill of
health for our core business, which remains very prof-
itable. The results were slightly hampered by the additional
investments announced in early 2007 for SAP Business
ByDesign. We are convinced, however, that these short-
term investments will reward us with medium- to long-term
benefits.

SAP Business ByDesign completes our offering for small
business and midsize companies. We are already market
leaders in that area, and have been since 2005, with our
products SAP Business All-in-One and SAP Business One.
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With SAP Business ByDesign, a newly developed product
with a new business model, SAP has entered the on-
demand market. Unlike the on-demand products from other
vendors, however, SAP Business ByDesign supports all
business processes that customers require. Our portfolio
now encompasses solutions for enterprises of all sizes
and in all industries. Our industry expertise in particular is
one of SAP's key strengths.

Co-innovation within a network of partners is essential

in the software industry. Working with our partners to gain
new know-how and generate fresh ideas enables SAP to
stay decisively ahead of the competition. We are therefore
enhancing our own research and development organization
with many other centers of innovation, ranging from select
universities {including our University Alliance program),
industry forums and online communities to the Co-lnnova-
tion Lab opened in Palo Alto, California, in mid-2007.

Secure Innovations for our Customers

Because of our uncompromising commitment to fulfilling
our customers’ requirements and our innovation leader-
ship. we can caontinually provide the right products to add
value and create competitive advantages for our cus-
tomers. This illustrates the changed role of enterprise soft-
ware: Whereas efficiency and cost reduction were once
the primary concern, today's enterprise software increas-
ingly focuses on providing new ways to add value and
differentiate companies from the global competition. This
shift is enabled by a business process platform based on
our enterprise service-oriented architecture {enterprise
SOA). With this platform, it is much easier for companies
to implement process improvements and new business
models.

In 2004, we drew out a road map to establish enterprise
SOA - a task we have now completed with the release of
SAP ERP 6.0. The more than 5,100 customers using
enterprise SOA in production at the end of 2007 are the
strongest evidence for the success of this innovation
strategy for SAP Business Suite, complemented by the




29,000 live installations of SAP NetWeaver. For our cus-
tomers, this spells greater agility and productivity, but also
ensures significantty easier implementations of future
innovations. Instead of having to carry out complex up-
grade projects, customers can now choose new functions
and implement them using SAP enhancement packages.
This form of delivery adds new capabilities to customers’
software without the risks to system stability that were
inherent with traditional upgrades.

In December, the latest release of our customer relationship
management {CRM) application, SAP CRM 7.0, part of
SAP Business Suite, was received with great excitement,
Our developers successfully united new functions with
significantly improved usability. The user interface is based
on Internet technology and also works on mobile devices.
As this combination of usability, functionality, and flexibility
is still a rarity in the world of enterprise applications, the
demand for SAP CRAM 7.0 is understandably very high.

Further Growth Opportunities

In light of these immense innovations, you way wander
why SAP looked beyond its strategy of acquiring small,
specialized software vendors and algo carried out large
acquisitions in 2007. The answer is simple: When there is
a market segment with excellent potential for growth and
which complements SAP's portfolio, but where other
vendors have already established their presence, it can
make sense for SAP to increase its own growth in that
area with one strategic move.

With the completed acquisition of Business Objects S.A.,
we leapt straight to the top of the business user market.
This market covers personnel from all levels of a company -
from employees to the executive board - who rely on
business data and real-time analyses for their day-to-day
[jobs. As the market leader in its field, Business Objects
offers an ideal addition to our own products. Because we
can now offer all software for quickly and easily conduct-
ing analyses, supporting decision-makers, and adapting
business processes, we have created competitive advan-
tages for both our customers and for SAP.

Nevertheless. the markets have reacted hesitantly to the
acquisition, much as they did to the new business model
for SAP Business ByDesign. Indeed. we still have to prove
that we will be successful in each of these new areas.
However, SAP has often proved that it can turn ambitious
plans into reality; establishing enterprise SOA is a recent
example of such a success. | am therefore convinced that
the share price will again come to reflect our continued
success. Our operating income is in excellent condition
and our ambitious growth strategy offers superb potential
with promise of impressive increases in both the revenue
and the margin,

As always, we will need outstanding employees in order to
fulfill this promise. We strive to be an attractive employer
worldwide and to be a magnet for the best talent. In 2007,
we were able to secure the services of nearly 4,700 em-
ployees, all of whom will do their part to further enhance
our company's performance. We are pleased that SAP's
headquarters in Germany was once again acknowledged
as Germany's best employer and that cur social commit-
ment was applauded worldwide.

The story of SAP’'s success owes not only to the inge-
niousness of its founders and the performance of all its
employees, but also to our business partners and cus-
tomers. Their united efforts are the foundation for creating
lasting value for our shareholders.

For this, | want to thank you all.

Sincerely,

bt

Henning Kagermann
Chairman and CEQ, SAP AG
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[EXECUUTVE BOARD

COMMITTED TO THE SUCCESS OF OUR CUSTOMERS

leadership

Henning Kagermann
Chief Executive Officer

Henning Kagermann joined SAP in 1982 and has been a member of the
Executive Board since 1991. As chairman of the Executive Board and CEQO, he
has overall responsibility for SAP's strategy and business development, and
also oversees the areas of product development for large enterprises, global
communications, internal audit, and top talent management.

customers

Léo Apotheker
Deputy Chief Executive Officer

Léo Apotheker joined SAP in 1988 and has been a member of the

Executive Board and president of global Customer Solutions & Operations
since 2002. In his role, he is responsible for all of SAP's customer
operations, including sales, consulting, education, marketing, and partner
management. He was president of SAP EMEA (Europe, Middle East & Africa)
from 1999 to 2002.

finance

Werner Brandt
Chief Financial Officer

Werner Brandt joined SAP in 2001 and has been a member of the SAP
Executive Board and Chief Financial Officer since then. He is responsible for
finance and administration, shared services, SAP Ventures, global intellectual
property, and mergers and acquisitions.
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people

Claus E. Heinrich
Lakor Relations Director

Claus E. Heinrich joined SAP in 1987 and has been a member of the Executive
Board since 1996. He is responsible for the areas of internal information
technology {IT). the management of all SAP Labs worldwide, and internal busi-
ness processes. Since 1998, he has served as the Executive Board member
in charge of employee relations, and is therefore responsible for global human
resources (HR) and labor relations at SAP.

service

Gerhard Oswald

Gerhard Oswald joined SAP in 1981 and has been a member of the Executive
Board since 1996. He is responsible for the areas of global service and
support, including active global support, managed services, business process
outsourcing, quality governance and production, and ramp-up. He is also
responsible for the service and support offerings relating to SAP Business
ByDesign.

iInnovation

Peter Zencke

Peter Zencke joined SAP in 1984 and has been a member of the Executive
Board since 1993. He is responsible for the development of SAP’s application
platform, based on the enterprise service-oriented architecture (enterprise
SOA). In addition, he oversees the development of SAP Business ByDesign
and SAP Business One. His responsihilities alsc include the coordination

of SAP’s global research activities.
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SURLUEEY FOR GROWIUH

MARKET LEADER THROUGH INNOVATION

SAP’s mission is to define and establish undisputed leadership in the
emerging market for business process platforms, accelerate business
innovation powered by IT for companies and industries worldwide,
and thus contribute to global economic development on a grand scale.

As a leader in the global technology industry, SAP is well-
positioned to help its customers achieve their goals for
adaptability and profitable growth in a changing world. We
plan to realize our own potential for continued growth -
including our goal of expanding the addressable market to
USS75 billion by 2010 - through the following strategies.

» Organic growth: We believe that organic growth will
be our primary source of future revenues. Therefore, we
continue to invest in the expansion of our portfolic by
developing new products and adding functionality to
existing applications.

» Co-innovation: We continue to expand our ecosystem,
which includes partners, developers, and customers.
By supporting the development of solutions based on
the SAP NetWeaver technology platform, this ecosystem
helps accelerate innovation, adds depth to our port-
folios, and provides us with access to additional markets
and customer segments.

® Smart acquisitions: We will make targeted strategic ac-

quisitions that add specific technologies and capabilities
to our broad solution offering.
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Expanding our Traditional Core Business

Qur traditional core customer base includes many large
enterprises as well as larger midsize companies. Such
companies use the SAP Business Suite applications or
SAP Business All-in-One solutions to automate their
business transactions, enabling better management and
governance.

By continuing to develop applications for specific business
requirements - such as customer relationship manage-
ment or legal compliance, risk assessment, and controf -
we are helping our customers create more value. We are
also delivering more data analysis and decision support
solutions and are linking the structured information in

SAP systems with unstructured information, helping our
customers hoost the productivity of their employees - and
increasing the return our customers gain from their invest-
ment in SAP software.

Developing New Business with Smaller Midmarket
Companies

We already provide SAP Business All-In-One solutions to
larger midmarket customers as well as the SAP Business
One application for small businesses. However, smaller
midsize companies with 100 to 500 employees have
distinctly different software needs.




To serve this segment, in 2007 we added the SAP Business
ByDesign solution to our range of products. It is designed
around four key principles: completeness, ease of use,
adaptability, and significantly cutting TCO. Customers use
SAP Business ByDesign on demand. so they can spend
less time and effort on implementation than they would
with traditional software. The on-demand approach also
makes customers' IT spending more predictable. In addi-
tion, SAP Business ByDesign has built-in service and
support, and customers can test it free of charge before
they commit.

Strategy: Market Leader Through Innovation

Key Markets, Regions, and Industries

In all of our lines of business, SAP continues to achieve
outstanding gains in virtually all of the geographic areas
in which we operate. In addition, we are making a special
effort to increase our presence in several of the world's
emerging economies, including Brazil, Russia, India, and
China, which are experiencing economic growth at rates
well above global averages.

We also continue to benefit from our highly specialized
solutions designed expressly for more than 25 distinct
industries. In 2007, SAP focused special attention on key
strategic growth industries for the future, including
banking, communications, retailing, and the public sector.
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INVES TR RELATIOWNS

OPEN, TRANSPARENT COMMUNICATION

Our dialog with investors centered on the accelerated investment
inconguering new markets with our SAP Business ByDesign solution for

midsize companies. Despite SAP’'s impressive operating performance,
the stock did not hold its premium, and hung stubbornly behind the market.

Subprime Worries Dampen Stock Market Spirits

Worldwide, the bucyant economy in the first half of 2007
put the stock markets in cheerful to exuberant spirits.
However, the ructions following the U.S. subprime crisis
midyear brought gloom everywhere. Commodity prices
remained high, thoughts turned to recession in the United
States, and the euro grew ever stronger: There was little
to encourage optimism. Nonetheless, some markets in
some places at least overcame the very worst. In many
places, the trend was up again in the third and fourth
quarters of 2007.

Shares in Germany put on an especially brave face: At the
end of the year, the DAX checked out at 8,067, That was
a 22.3% gain over the full year - the best performance by
a European broad-base index. But it was still down on its
2007 peak of 8,152, reached on July 13. The Dow Jones
EURO STOXX 50° index did less well, gaining just under
7% in 2007, while the Dow Jones STOXX 50® barely held
its own, ending 0.4% down on the year. In New York,

the Dow Jones Industrial Average gained 6%, but in Tokyo
the Nikkei declined 11% in 2007. Leading international
technology and telecommunications stocks tended to do
well in comparison, reflected in a 16.9% increase in the
GSTI Software Index over the year.
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SAP Stock Falls Almost 12%

SAP stock could not keep up with the impressive DAX in
2007, ending on €35.53, or 11.75% below its €40.26
opening price for the year. It peaked at €42.27 at the be-
ginning of the year. but the 2006 fourth-quarter preliminary
results published in early January fell short of SAP's
ambitious expectations. Qur announcement that we
planned to increase investment to build up a new business
for our SAP Business ByDesign midmarket solution also
weighed down the share price. Consequently, SAP stock
declined to €33.37 by the end of March 2007.

Good news about SAP’s business helped market sentiment
improve again, and the stock closely followed the DAX
until mid-September, when it reached €41.78. Then our
announcement that we intended to buy French software
maker Business Objects turned the tide again. Against a
backdrop of an unchanged outlook for 2007, investors'
fears about integration risks and possibly a fall in prof-
itability pushed the stock into sustained retreat until late
November 2007. Matters did not begin to look - slightly -
better until December.

The total volume of SAP stock trades on the Frankfurt
Xetra exchange was just below €90 billion in 2007, and the
daily average was about €357 million. On the New York
Stock Exchange, SAP American Depositary Receipts
(ADRs) fared better than the stock in Europe. The price of
the ADR tends to follow the European SAP stock price
closely, and relative strength of the euro against the

U.S. dollar - it gained atmost 12% during the course of
2007 - mitigated the decline in the ADR price, which




ended the year only 3.9% down at US$51.05. The market
capitalization of SAP (the share price times the number

of shares outstanding) declined to €44.3 billion at year-end
in 2007 (2006: €51.0 billion).

Dividend Rises Again

SAP has paid a dividend every year since the stock was
floated in 1988. At the Annual General Meeting of Share-
holders, the Executive Board and the Supervisory Board
will recommend a dividend for the 2007 fiscal year of
€0.50 per share. This would correspond to an increase of
€0.04 per share compared to the previous year, and the
total distributed dividend would be €599 million. The
dividend payout ratio {which here means total distributed
dividend as a percentage of net income) would, as in the
previous year, be approximately 30%, as indicated in our
guidance.

Buy-Back Initiative Continues
In the course of 2007, we bought back 27.3 million shares
for treasury at an average price of €36.85 (total cost

€1 hillion). For more information, see the Notes to Con-
solidated Financial Statements.

Key Facts About SAP Stock/SAP ADRs

Listings
Germany Berlin-Bremen, Frankfurt, Stuttgart
USA (ADRs) New York Stock Exchange

iDs and symbols
WHKN/ASIN 716460/DEQOOT 164600
NYSE (ADRs) 803054204 (CUSIP)
Reuters SAPGF or .DE
Bloomberg SAP GR
Quotron SAGR.EU.

Indexes in % Weighting on Dec. 31, 2007
DAX 30 3.98
Prime Afl Share 3.13
Dow Jones STOXX 50* 0.95
Dow Jones EURO STOXX 50° 1.36

Capital Stock Decreased

The Executive Board resolved on September 6, 2007, to
decrease SAP's capital stock for the first time in our history,
from €1,269,040.112 (represented by 1,269.040.112 no-
par shares each with an attributable value of €1 in relation
to the capital stock) to €1,246,040,112 (represented by
1,246,040,112 no-par shares each with an attributable
value of €1 in relation to the capital stock). The decrease
was achieved by canceling 23,000,000 treasury shares,
corresponding to some 1.8% of the capital stock before
this measure.

Free Float Increases Again

The propartion of our shares in free float increased again
in 2007. Applying the definition accepted on the Frankfurt
Stock Exchange, which counts treasury stock as included
in the free float, it stood at 71.2% on February 29, 2008.
Only 28.8% (2006: 30.2%) were still under the control of
the three founders and their trusts and holding companies.
U.S. institutions and individuals remained the next largest
group of shareholders. with around 18.5% of total shares
outstanding. foliowed by continental European institutions
{11.3%) and institutions in the United Kingdom and Ireland
10.6%. German institutions held 10.0% and identified in-
vestors from the rest of the world held 1.9%. 15.0% were
held by individuals or unidentified persons while 3.9%
were held in treasury stock.
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Employees Profit From Success

As in previous years, our employees and managers profited
from our business success. For more information about
our stock award programs, see the Notes to Consolidated
Financial Statements.

Improved Communication With Investors
We always set ourselves the highest objectives for trans-
parency and openness in our continuous dialogue with

our shareholders. In more than 600 one-on-one meetings
held at SAP, during investor road shows worldwide, and

Return on SAP Common Stock, WKN 716460/I1SIN DE0007 164600

Initial investment €10,000

at investor events, we answered institutional investors'
and analysts’ inquiries about our business. We also held
telephone conferences and analyst meetings when we
published quarterly results. Investor presentations at the
SAPPHIRE conferences in Atlanta and Vienna, as well as
an SAP Investor Day in 5t. Leon-Rot, Germany, were
other elements of our communication with the financial
markets. Our focus topics in 2007 were enterprise SCA,
SAP's growth strategy, solutions for small businesses
and midsize companies - especially the SAP Business
ByDesign on demand solution, but also business intelli-
gence in relation to our acquisition of Business Objects -
and our governance, risk, and compliance solutions.

Date of investment Dec. 31. 1997 Dec. 31, 2002 Dec. 31. 2006
Period of investment 10 years 5 years 1 year
Valug in € at close of 2007 16,585 19,644 8.943
Average annual return in % 5.2 14,5 - 106
Performance comparators in %
| DAX 30 Performance - Total Return Index 6.7 22.8 22.3
; REX General Bond - Total Return Index 4.8 35 25
S&P 500 Composite - Total Return Index 29 5.6 -49
‘ GSTl Software Index - Price Index 12 8.8 4.8
|

Return on SAP ADRs, 803054204 (CUSIP)

Initial investment LSS 10,000

Date of investment Dec. 31, 2002 Dec. 31, 2006
Period of investment 5 years 1 year
Value (USS) at close of 2007" 27,066 9.714
220 -29

Performance comparators in %
S&P 500 Composite - Total Return Index 12.8 55

Y Assuming all dividends were reinvestad.

|
Average annual return in %
Source: Datastream
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Improved Service for Individual Investors

We believe all of our investors are entitled to the same
information, so all key events at which members of our
Executive Board speak to financial analysts and institutions
are broadcast live on the Internet, and we post the pres-
entation materials on our site. We are also continuously
adding to the wealth of information on our site about

SAP and SAP stock. The qguarterly SAP Investor magazine
is one of the cornerstones of our service for individual
investors. Others are the monthly e-mail newsletter,

the shareholder hotline, and the e-mail contact at
investor@sap.com. Qur investor relations team presented
information at stock exchanges and shareholder conven-
tions in Germany and, most frequently, the United States.
in the United States, we showcased SAP stock to individ-
ual investors at several investor conventions run by Better-
Investing (National Association of Investors Corporation})
and also the American Association of Individual Investors
{AAll), as well as at Money Show events. We also spoke
with more brokers and financial advisors of financial institu-
tions of all sizes and held quarterly "squawk box" tele-
phone conferences for individual investars.

Cash Earnings According to DVFA/SG

International Acclaim for Investor Relations Work

As in previous years, our investor relations earned praise
in 2007. In the Thomson Extel survey, our team was
judged top investor relations team among all European
companies in the software and IT field.

As an active member of the German association for
investor relations officers and consultants, DIRK, SAP
worked for the development and recognition of the
profession in Germany.

€ millions 2007 2006 |
Net income 1.934 1,880
Mincrity interest 2 2
Net income plus minority interest 1,936 1,882
Depreciation and amortization 21 218
Depreciation and amortization reversals -2 -4
Change i reserves and accrued liabilities 30 54
Change in deferred taxes 8 -2
Other material no-cash expenses and income -1 - 45
Cash earnings according to DVFA/SG 2,242 2,103
Cash earnings per share according to DVFA/SG in € 1.77 1.66
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CORPORAUTE CIVIZENSHIP

COOPERATIVE SOLUTIONS TO GLOBAL CHALLENGES

In 2007, more than ever, companies were asked to cooperate on
solutions to global challenges like climate change, demographic change or
talent. More than ever, companies were observed on their performance

in corporate social responsibility (CSR), which includes three areas:

environment, society, and governance.

Stakeholder Dialogue

In order to meet those demands companies are expected
to be open, transparent, and responsive to stakeholders.
Therefore, SAP held its first CSR Expert Advisory Panel
in Palo Alto. Customers. investors, and nongovernment
organizations (NGOs) like Nestlé, Goldman Sachs, and the
World Bank Institute examined SAP's CSR performance
and discussed how SAP can support other companies to
improve their CSR effort. The event gave SAP valuable
insight in software solutions for CSR that our customers
could use, while customers. partners, and NGOs encour-
aged SAP to continue to reinforce its engagement and
hetter establish its presence in this area,

As a result of this productive session SAP is taking strong
action to promote stakeholder input and dialog about our
CSR efforts by opening up a CSR Key Performance
Indicators (KPi} wiki in the online SAP Developer Network
{SDN) and Business Process Expert communities. This
open discussion forum gathers input from our most impor-
tant stakeholders to define what issues the SAP commu-
nity sees as important for CSR in the software sector in
general and SAP in particular. This program will help

SAP stay in-tune with and responsive to the concerns and
expectations of our stakeholders and adapt our CSR
programs accordingly, while also helping set standards for
the industry. The wiki format easily allows every commu-
nity member to join the discussion.
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Citizenship Activities

In accordance with our Corporate Citizenship Guidelines,
our sccial activities focused on education as well as on
transparency and governance, and we continued our com-
mitment to the UN Global Compact. SAP sustained its
support for Transparency International (T1) as a corporate
member of the German chapter and of the Steering Group
on Business Principles. In this role, SAP helped to develop
and to advise on the Business Principles edition for small
businesses and midsize companies.

Educational Programs

In the area of education, the SAP University Alliances pro-
gram supports almost 800 universities in developing the
business and IT talent required for tomorrow’s 21st century
workforce. In 2007, the program established its presence
in Eastern Europe with three educational institutes in
Bulgaria and two universities in Romania becoming mem-
bers. In the United States, the second-annual scholarship
program awarded $10,000 to 10 students each at eight
universities. In Singapore, the program successfully
launched SAP Best Practices for ERP courses for seven
universities and institutes with support from the Singapore
Infocomm Development Authority (IDA).

Qur commitment to make our expertise available to society
not only starts at the university level. The international
education program FIRST LEGO League is SAP's major
volunteering initiative with SAP employees inspiring chil-
dren and young people to get excited by science and tech-
nology. In 2007, more than 200 employees coached about
1.000 children in 28 countries on the topic of "Power
Puzzle. Energy Resources - Meeting the Global Demand.”




Employees’ Commitment

Our employees also contributed in other ways to their

communities:

= During the month of October more than 3,700 employ-
ees volunteered their time to improve the quality of life
in the community in 11 countries in the Americas and
Asia Pacific. Collectively. the 2007 "Month of Service”
activity translates into 2,250 workdays of service, or
nine years.

® |In Europe, the volunteering programs further expanded,
too: For example. twice a year, approximately 550 em-
ployees in the region around the headquarters and
at the Business services center in Prague spent their
weekend under the motto of "SAPlings” to support
charitable organizations in their community. In fall,
employees in Budapest followed suit.

World Food Programme

We continued our support for the United Nations World
Food Programme's (WFP) “Food for Education” initiative
through various programs. For example, SAP has set up
the interactive Web site www.sapfeedingknowledge.com;
on this site, we inform about our cooperation with WFP
with the help of blogs, videos, and podcasts by WFP, and
at the same time we encourage a discussion about how
SAP could get engaged with WFP or other causes in
general. We also ran a campaign on that site to reward
employees’ voluntary engagement and to inspire employ-
ees and our communities to contribute to the site: For
every employee who volunteered inside or outside SAP,
we gave €10 to WFP. Additionally, at SAP TechEd in
Bangalore, SAP announced a new recognition scheme for
contribution of the SAP Developer Network (SDN) and
Business Process Expert communities. Beginning Janu-
ary 1, 2008, community member participation will be
rewarded with a donation to the WFP's Food for Education,

Environmental Issues

What SAP's public stakeholders are most interested in is
what SAP product and innovation can do to help society
respend to the challenge of climate change. Recognizing
this, SAP has developed a portfolic of innovative enterprise
management, supply chain, and compliance solutions that

Global

Dow Jones Challenges 4 \
@ Q) 3558y inseres Ghilonses g

FTSE4Good

are helping companies optimize their global operations and -

reduce their "carbon footprint.” SAP's commitment to
helping organizaticns effectively reduce their carbon foot-
print was also our motivation to join the Combat Climate
Change (3C) initiative and to sign the UN Global Compact
Statement " Caring for Climate”. With regards to our own
impact on the environment it is relatively low as a leading
software company. Nevertheless, there is a strong internal
commitment on reducing our low impact on the environ-
ment further with several measures on different sites {this
includes for example waste, water, energy, and emissions).

“SAP has a unique opportunity to

apply software products and services
toward solving the complex social
and environmental sustainability
problems facing the world, and we
welcome SAP’s active involvement
in doing so.”

Cody Sisco, Manager, Advisory Services at Business
for Social Responsibility

Recognition

Again. SAP's CSR performance has been recognized by
the FTSE4Good and the Dow Jones Sustainability Index,
where SAP now ranks best in the software industry. SAP
is one of G100 most sustainable companies. The G100,
initiated by Corporate Knights Inc., with research provider
Innovest includes companies from 16 countries in differ-
ent sectors that were evaluated according to how effec-
tively they manage environmental, social, and governance
risks and opportunities, relative to their industry peers.
SAP is also one of onty 50 companies included in the
oekom Global Challenges Index because of our special
commitment to fighting global corruption. The Global
Challenges Index encompasses 50 corporations who take
active responsibility for the future global development by
making substantial and trendsetting contributions to the
handling of these global challenges.
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INVMESHMENTRINTEGRAIONSNNONANION
BASF EXTENDS ITS INTEGRATED NETWORK CONCEPT TO IT

BASF is the world's leading chemi-
cal company. Its product portfolio
ranges from chemicals, plastics,
and agricultural products to oil and
gas.

Headquartered in Ludwigshafen,
Germany, the BASF Group
employs some 95,000 people in
200 countries, and operates
approximately 100 large and many
smaller production sites.

In 2007, the BASF Group posted
sales of nearly €58 billion.

lts association with SAP began

in the mid-70s.
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There is hardly an industry as diverse as the chemical in-
dustry, which is responsible for manufacturing thousands
of different products. In Europe alone, there are some
35,000 chemical companies. The figure for the United
States is similar. Taken together, the ten largest chemical
companies command a market share of almost 20%.
And the industry is a dynamic one: New suppliers enter
the market regularly; and acquisitions and divestments
form part of a business model that chemical companies
use to continuously optimize their product portfolios for
profitable and sustainable growth.

BASF's strategy is to invest in existing fields of business
and make targeted acquisitions. Essential to the process
of efficiently integrating or divesting companies is BASF's
IT system: A global, integrated and standardized system
landscape based on SAP ERP. BASF operates its IT
environment according to the same integrated network
concept (known in German as a Verbund") that it applies
to its production facilities - and with notable success.

www.basf.com




Value Drivers

Strategic Goals

o Earn a premium on cost of capital

0 Help customers to be more successful
0 Form the best team in industry

0 Ensure sustainable development

Challenges
o Integrate acquired businesses quickly and smoothly

0 Create a flexible and scalable IT environment that
makes it easy to integrate new acquisitions and to
gain a foothold rapidly in new growth markets

0 Harmonize BASF's global IT landscape

o Offer customers integrated solutions

Value Realization

Results

0 Standardized processes worldwide thanks to
standard software

o Greater efficiency through an integrated system
landscape

0 A gystem environment that is scalable for future
growth

o Faster establishment of joint venture companies
through software-based standard processes

SAP Solutions*

SAP ERP

SAP NetWeaver Business Intelligence
SAP Environment, Health & Safety

* As a long-established SAP customer, BASF runs
a host of SAP solutions that are too numerous to list
in fult here.
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PRODUGYT PORTTFOLD
THE RIGHT SOLUTION FOR ANY COMPANY

Every day, our customers face new challenges, from globalization, to
consolidation, to changing business models. By providing flexible solutions
that incorporate the latest in global best practices, SAP helps customers
adapt to these challenges - and innovate at the speed of their businesses.

SAP solutions empower users to work more productively » Business insights: We offer more than 100 analytics ap-

and to make better-informed decisions. Our solutions plications covering key areas such as financial manage-
enable and accelerate business innovation, and help ment, human resources, customer relationships, and
customers stay ahead of the competition. In 2007, SAP the supply chain.
continued to expand its portfolio to help cur customers
take advantage of: = Industry-specific content: We offer comprehensive
solutions that incorporate best practices for more than
= Flexibility: SAP solutions harness the SAP NetWeaver 25 industries, from banking and media to retailing and
platform and enterprise service-oriented architecture the public sector.
(enterprise SOA) blueprint, enabling customers to de-
ploy innovation at their own pace - without disruptive » Solutions for every enterprise: We offer solutions that
system upgrades. are designed for organizations of every size, from the
largest enterprises, to small businesses and midsize
companies.

e ——

The SAP Product Portfolio

| Large companies Midsize companies Small companies
) < 2,500 100 - 500
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One technology platform

016  SAP Annual Report 2007 - Opportunities and Growth




LARGE ENUERPRISES

SOLID LEADERSHIP POSITION

No one knows large enterprises like SAP. For more than 35 years, we
have built a reputation for delivering business software solutions that help
large organizations operate more efficiently and effectively. Today, more
than 80% of FORTUNE Global 500 enterprises use SAP products.

The World's Leading Business Software Family

The flagship of our large-enterprise offerings is SAP
Business Suite. This powerful family of business applica-
tions allows companies to manage their entire value

chains - from internal operations to external business part-

nerships - more efficiently and profitably. It is the world's
most complete suite of software solutions, offering
customers natively integrated, industry-specific business
applications, all built on @ common, standards-based
platform.

The cormerstone of SAP Business Suite is the SAP ERP
application, a world-class, integrated enterprise resource
planning (ERP) software that addresses the core business
software requirements of the most demanding midsize
businesses and large organizations around the world - in
all industries and sectors. SAP ERP includes four
individual solutions that support key functional areas: SAP
ERP Financials, SAP ERP Human Capital Management,
SAP ERP Operations, and SAP ERP Corporate Services.

The other components of SAP Business Suite are:

» SAP Customer Relationship Management
The SAP Customer Relationship Management (SAP
CRM) application provides best-in-class functionality for
marketing, sales, and service. In addition, SAP provides
the only enterprise CRM solutions that offer the flexi-
bility of on-premise implementation, Web-based “on-
demand” CRM, and "hybrid" solutions that combine

both. As our customers’ business needs evolve, they
can transition from cne deployment option to another
at any time, avoiding data losses or interruptions to
productivity.

SAP Product Lifecycle Management

The SAP Product Lifecycle (SAP PLM) application pro-
vides an integrated, single source of all product-related
information needed for collaborating with business
partners and supporting processes - including product
innovation, design and engineering, quality and main-
tenance management, and control of environmental
issues.

SAP Supplier Relationship Management

The SAP Supplier Relationship Management application
{SAP SRM) helps organizations manage their all-impor-
tant vendor relationships, providing strategic value
through sustainable cost savings, contract compliance,
and quick time-to-value.

SAP Supply Chain Management

The SAP Supply Chain Management {(SAP SCM)
application helps organizations transform a linear supply
chain into an adaptive supply chain network, in which
communities of customer-centric, demand-driven com-
panies share knowledge, intelligently adapt to changing
market conditions, and proactively respond to shorter,
less predictable life cycles.
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Solutions for More Than 25 Industries World-Class Service and Support

There is no such thing as a generic industry solution from Standing behind SAP's family of business applications is

SAP. Qur solutions are currently available for more than the global SAP Services organization, which helps our

25 distinct industries, from aerospace and defense to customers maximize their success through a combination
wholesale distribution. Each industry solution portfolio of SAP experts, methodologies. tools, and certified part-
delivers powerful, industry-specific functionality along with ners - plus a comprehensive portfolio of service offerings.
best practices learned through our experience with These offerings span all phases of a solution life cycle,
thousands of customers. from planning to building to running, so that customers can

align their IT and business strategies, get their software up
What's more, each is backed by a team of specialists who  and running fast, and keep it operating at peak levels. SAP

focus exclusively on that industry - and who frequently Services currently maintains a local presence in more than
have worked in the industry prior to joining SAP. And each 50 countries, and comprises 77 training centers, six global
portfolio benefits from more than 35 years of feedback support centers, and nine custom development centers in
from the people who know their industries best: Our Europe. Asia, and the Americas. Its 6,000 service and
customers themselves. support employees provide complete, 24/7 coverage of all

industries. solutions, and life-cycle phases.
The SAP Road Map for Large Enterprises

In today's competitive business environment, companies
need to focus their attention and resources on the busi-
ness challenges that matter most. Therefore, they want
software solutions that keep core components stable,
while still allowing continuous innovation. Over the past SAP Business Suite

few years, SAP has responded to this growing need by pommm m e e el
adapting its release and maintenance strategy to deliveron | - -
two key objectives: Predictability, and innovation without ‘
disruption. This strategy is enabled by enterprise service-
oriented architecture {enterprise SOA), which provides,
through the SAP NetWeaver technology platform, new

levels of flexibility for customers, and the capability for

SAP to deliver new innovation to customers via enhance- !
ment packages.

Business Process Platform

Campasﬁn J

This approach, unique to SAP. helps reduce the disruptive
nature of software upgrades. and helps customers con-
sume innovation while maintaining a stable, mission-critical
core. SAP has also focused on providing a predictable
release and maintenance road map. so customers can plan

Fs
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. . ) - Enterprise
out their IT strategies looking forward several years. This Services !
road map represents a unigue customer benefit, because Foundation u Repository !
SAP alone has stayed true to a course that it established 3 !

in 2003, while our competitors have frequently changed -

course and fostered an enviranment of unpredictability. In 'ﬂfﬁg"a@" J
2008, SAP Business Suite moves to synchronized release

timing. and will adopt the same strategy as SAP ERP. N
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[ PLATFORI FOR IWNOVTTION
NEW TECHNOLOGIES FOR A NEW WORLD

Today, our customers require innovation at a much faster pace. And, they
need to continually adapt to emerging business trends - without sacrificing
the productivity of current operations. SAP continues to listen closely to
customers and deliver the solutions they need to run their businesses more

efficiently and effectively.

Continuous Improvement Without Disruption

Two trends have begun to dominate the world of business:
The accelerated speed of change and the need to differen-
tiate through innovation. To address these trends, organi-
zations large and smali find that they must collaborate
more effectively with their external business networks -
which may include suppliers, customers, and business
partners.

As they do. they rely on information technology to provide
a flexible, adaptable and ever-evolving infrastructure that
allows continuous improvement without disruption to core
processes. This new generation of infrastructure has been
part of SAP’'s road map since 2003. And in 2007, we con-
tinued to deliver on that road map with concrete solutions
that help our customers compete in a rapidly-changing
environment.

Enhancement Packages for SAP Business Suite

We continue to build on the successful release strategy
of SAP ERP, in which the core remains stable white cus-
tomers receive enhancement packages that offer regular
innavation on top of the business process platform. These
enhancement packages have now been introduced across
the entire SAP Business Suite. And since the packages
are optional, customers can choose new innovations and
capabilities according to their needs.

This unique delivery model makes it simpler and faster
for customers running SAP Business Suite applications to
adopt new product functionality, industry-specific features,
and enterprise services. It also shields customers from

the complexity of multiple upgrades, and improves return
on investment by providing a single, stable platform that
enables them to consolidate their systems and reduce the
number of separate instances that need to be maintained.

SAP Business Suite

T T T T T T T T T T T T T,
‘ Continuous Innovation
‘ o - ™~ - oo
7 ewe O EWP EHP
|
! SAP Business Suite
; |
. [ SAP NetWeaver 7.0 j -
| .
! STABLE CORE
Nl . o
Nl _ o . . _ J

Enhancement packages for the SAP Business Suite replace the
traditional technigque of improving and augmenting core processes
supported by SAP ERP: Customers can now implement innovation
from SAP when they need it and without major upgrade projects.
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More importantly, our software delivery rhythm provides
customers with long-term planning security by virtually
eliminating the need to make any major changes to their
core ERP systems for the next several years and offering
them a reliable software enhancement process that
alleviates disruption and minimizes costs.

Igniting Future Innovation

Enterprise SOA, the architecture on which SAP Business
Suite is built, is the only platform that can deliver the level
of stability and flexibility our customers need to empower
the business network transformation and collaboration
necessary to set themselves apart from the competition.
In addition, it makes possible an infinite array of comple-
mentary solutions from the SAP ecosystem of hardware
and software partners who build on our solid platform.

Just as we have done for the past 35 years, SAP will
continue to innovate in the core products of SAP Business
Suite, as well as in emerging solutions. Maost importantly,
we will continue to take what we have learned. share our
knowledge and insight throughout our organization and
business network, and work together to ignite future
innovation.

Business Processes: Source-to-Pay Process

Business Networks

SAP Busmess All-in- One
A

—

Companies are increasingly transformmg their business networks of
customers, employees, trading partners, and suppliers to leverage
best thinking, optimize use of existing resources, stimulate co-innova-
tion, accelerate product innovation, and gain significant competitive
advantage. SAP helps customers understand and optimize their busi-
ness processes in real time as they realign their business networks
and leverage a strong IT infrastructure to support the interconnections
of those networks. Enterprise SOA is a fundamental requirement to
fully engage in business network transformation.

—_———— - -

Enterprise services are reusable
elements, for example, functions
such as “credit card check” or
“identify customer number”
which can be used in a variety of
processes. A business process
consists of multiple steps that are

e N *W ~ —_ supported by a variety of under-
1dent|fy I | ldentify Create I Qrder Flecelve lying applications, services, data,
needs I supplier contract items - ‘ Invoice and technology infrastructure,
Develop ! Approve i | Sign Process O Pay
RFP i | supplier contract IPO . | account

oo _ e “ Y I
N — __ J
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SLALL BUSINESS AWND WIDSZE COMPRANIES
IN THE RIGHT PLACE AT THE RIGHT TIME

SAP has earned a reputation for providing highly sophisticated software

to the world’s largest companies and government agencies. But the fact is,
more than two-thirds of our customers are small businesses and midsize
companies - with sales of under USS$1 billion.

Perhaps Our Biggest Opportunity Ever

The world of small businesses and midsize companies is
so vast that its exact size is difficult to quantify. For exam-
ple, government sources estimate that there are 25 million
small businesses in the United States alone. And as the
Internet and globalization continue to create strong de-
mand among these businesses for world-class software,
the small and midsize segment represents the greatest
market opportunity in SAP’s three-decade history.

With three product lines that address this opportunity,
SAP has established itself as the ane software company
that truly understands small businesses and midsize
companies - and has the solutions to prove it.

Helping Small Businesses Meet Big Challenges

Having worked with tens of thousands of small businesses
and midsize companies worldwide, SAP understands the
unique challenges of doing business in today's global
economy. For example, today's small businesses and mid-
size companies must meet the same trade and security
regulations as their larger counterparts. They must trans-
late the same languages and currencies. They must adopt
the same sophisticated processes for managing customer
relationships, supplier relationships, and supply chains.
They must network in the same manner with business
partners worldwide. And while their current software re-
quirements may be limited, they aspire to a level of growth
that will mandate greater capabilities in the future.

The good news is, small businesses and midsize compa-
nies don't need to face these challenges with traditional
"off-the-shelf " software that offers limited features and
growth potential. or costly custom-designed applications.
Because SAP has applied its unprecedented knowledge of
global best practices, and its unparalleled experience, to
create the world's broadest family of software for small
businesses and midsize companies.

SAP's offerings for small businesses and midsize compa-
nies now comprise three families of solutions that are
powerful and highly sophisticated - yet very easy to
implement and use. And the entrepreneurial market has
responded with characteristic enthusiasm.

SAP Business All-in-One

SAP Business All-in-One is the right solution for midsize
companies with deep industry-specific needs. SAP
Business All-in-One can be deployed on-premise or hosted
by a partner, and is built on the SAP ERP application which
has been specially packaged for quick implementation and
use by midmarket companies. It provides deep industry
functionality built on SAP Best Practices offerings, and is
delivered through hundreds of qualified solutions from over
1,000 partners, Taking advantage of the highly structured,
easy-to-adapt SAP Business All-in-One platform, these
partners offer more than 600 highly specialized versions,

SAP Annual Report 2007 - Opportunities and Growth 021




IWEREDIENT FOR SUCCESS

FOODSPRINT: SAP BUSINESS ALLIN-ONE SOLUTION

AT A. LOACKER AG

Stricter compliance requirements, rising production
costs and fierce international competition have prompted
the food industry to seek integrated 1T solutions to
achieve greater efficiencies and savings. The cormeta
FOODsprint solution, based on SAP Business All-in-
One, is pre-configured with specific industry enhance-
ments for rapid implementation and offers complete
supply chain management and product tracing - from
suppliers to store shelves.

For ltalian wafer and chocolate specialty maker

A. Loacker AG (Loacker), FOODsprint has been
instrumental in helping the company manage complex
business processes. With an annual turnover of

€130 million, today Loacker is recognized throughout
the world as an international brand, producing as

many as 80 different wafer, patisserie, and chocolate
specialties. To ensure on-time manufacturing logistics
and accurate food safety regulation compliance,
Loacker uses FOODsprint to control and monitor all
aspects of the production process - from raw materials
and semifinished goods to finished goods and packag-
ing. The software automatically creates a batch number
for goods receipt and uses it to track all production
steps in the system.
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The solution's sophisticated, [T-driven production
processes support Loacker's thriving international busi-
ness. From Mauritius, Dubai and Japan, to Canada and
China, FOODsprint is helping Loacker stay top-of-shelf
and top-of-mind throughout the world.

“SAP Business All-in-One has

helped Loacker move along the

path into a €130 million-per-

year international brand.”

Leonhard Hillebrand, CIO of A. Loacker AG




with features and functions designed for specific " micro-
vertical" markets and specific geographic regions. SAP
Business All-in-One is affordable and predictable, with rapid
deployment through pre-configured business scenarios
and deployment accelerators. Little wonder it is currently
the choice of more than 10,000 customers in 50 coun-
tries.

www.sap.com/solutions/sme/businessallinone
SAP Business ByDesign

A highlight of 2007 was the September introduction of
SAP Business ByDesign.

SAP Business ByDesign is the right solution for midsize
companies who have 100 to 500 employees, who are
focused on improving core business processes with a low
cost of entry and a low total cost of ownership, and who
are interested in an on-demand solution. SAP Business
ByDesign combines the benefits of integrated. end-to-end
business applications with the low risk and low total cost
of ownership (TCO) of an on-demand solution.

SAP Business ByDesign helps midsize companies elimi-
nate departmental silos, improve the efficiency and
effectiveness of employees, increase proactive decision
making, adapt to changes in their business, and gain con-
trol and visibility while keeping IT simple. SAP Business
ByDesign is supported by a network of global and local
partners that sell and service complementary solutions and
provide on-demand content. This ensures that our cus-
tomers have access to local solution providers who under-
stand and can meet the needs of their specific businesses.

Fundamentally different from competitive midmarket
solutions, SAP Business ByDesign is a game-changing
business solution that drives faster time-to-value, drives
easier consumption and helps minimize customers’

overall IT costs dramatically by reducing the need for user
training, hardware investments, service, support and IT
staffing. The solution was built from the ground up on SAP
NetWeaver, providing a future-proof platform for business
that gives customers the flexibility to adapt business
processes in order to address evolving market demands.

SAP Business ByDesign also represents an entirely new
business model for SAP. In addition to leveraging our
partner network, SAP Business ByDesign is sold directly
to businesses through online advertising, print advertising,
and direct-mail programs. And, prospects are invited to

try, configure, and run SAP Business ByDesign before they
buy. Through its features, its on-demand platform, and its
marketing approach, SAP Business ByDesign aflows SAP
to reach customers who would not otherwise consider
using enterprise software solutions.

www, sap.com/solutions/sme/husinessbydesign
SAP Business One

SAP Business One is the right solution for small busi-
nesses, typically with fewer than 100 employees and

30 users that are looking for an affordable. single system
to cover the core operations necessary to run and grow a
successful business, including financials, sales, customers,
and operations, SAP Business One can be deployed on-
premise or hosted by a partner, typically in less than one
month. The solution is sold exclusively through a global
network of more than 1,300 certified, experienced part-
ners who are dedicated to offering 24/7 support, with
over 350 extensions from independent software vendors
and more than 40 country versions.

At the end of August 2007, SAP Business One celebrated
a landmark of 15,000 installations and customers. This
significant number demonstrates that the affordable, easy-
to-implement business management solution is meeting
the needs of emerging and dynamically growing small
businesses and midsize companies.

www.sap.com/solutions/sme/businessone
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DELNERING GHANGE CN DERARND
SAP BUSINESS BYDESIGN AT COMPASS

PHARMA SERVICES

Compass Pharma Services LLC (Compass) provides
outsourced contract packaging, manufacturing and
distribution services to many of the world's best-known
pharmaceutical companies. The company has built a
highly successful business model by responding qguickly
to short-run, just-in-time orders, and by providing cus-
tomers with information visibility across their operations.

However, Compass lacked fully integrated systems

and the ability to easily share data within the company
as well as with their customers. Compass needed to
rapidly implement a single, integrated business solution
capable of streamlining its own internal operations while
linking and sharing information across its customers'

IT systems and, they needed to do it with minimal in-
vestment in [T infrastructure and personnel along with

a highly predictable, low total cost of ownership.

SAP Business ByDesign proved to be the optimal solu-
tion for Compass. It was deployed quickly with minimal
employee training and without the cost and complexity
of expensive [T infrastructure. Now, Compass can
streamline and automate its own business processes,
as well as centralize its operational data with little or
no intervention by IT persannel or cutside consultants.
And because Business ByDesign is a Web-based
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solution, the company can better serve its customers
by easily linking their systems to manage their out-
sourced processes via the Internet, In addition, SAP
Business ByDesign can be reconfigured and adapted
with no disruption, allowing Compass to respond with
lightening speed to fast changing customer demands
and new market opportunities.

“SAP has done a tremendous job of

translating our business require-
ments into an easy-to-digest business
flow within SAP Business ByDesign —
it’s clear that SAP really took the
time to understand how smaller

businesses think and operate.”

Kevin Flanagan, CEOQ, Compass Pharma Services LLC




SOLUTICNS FOR UHE BUSINESS USER
ACHIEVING LEADERSHIP IN A GROWING CATEGORY

Leadership in the market for “business user” solutions is a key
component of SAP’s growth strategy. In 2007, we made important strides
in the business user market, including the initation of our largest

acquisition ever.

Providing the Tools for Better Decisions

The business user is a segment of the global workforce
that has generally remained outside of the enterprise
software mainstream. In their roles as decision makers,
business users are generally not directly involved in more
structured business processes such as customer relation-
ship management or supply chain management - although
their roles often involve the supervision and analysis of
these processes. In most cases, they operate in a less
structured environment, drawing on information resources
as diverse as spreadsheets and Internet sites. However,
their efforts can be enhanced by tools and applications
designed to help organize and manage information to
optimize everyday business activities and improve the
way employees work.

In recent years, SAP has built a strong portfolio of solu-
tions targeting the business user market, including ad-
vanced solutions for corporate performance management
and governance, risk, and compliance. Revenues from our
business user solutions grew by more than 120% in 2007,
reflecting strong market demand across a wide range of
industries.

Our solutions for this important market segment include:

= Governance, Risk, and Compliance (GRC)
Effective governance, risk, and compliance processes
have become a top priority for businesses of all sizes
that want to increase stakeholders’ trust and confidence.
SAP solutions for GRC help ensure that customers have
the proper controls in place to mitigate risk, achieve
regulatory compliance, and execute their strategic goals.

Enterprise Performance Management

In today’s increasingly global and competitive business
environment, businesses need to plan faster and

do more, with potentially less budget and resources.
SAP solutions for enterprise performance management !
empower organizations to manage all financial and
operational strategy, planning, budgeting, forecasting,
reporting, and analytic requirements - in addition to
profitability and cost optimization.
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» Duet Software for Microsoft Office and SAP
Originally announced in April 2005, Duet software
enables seamless access to SAP business processes
and data via Microsoft Office - revolutionizing how
information workers interact with enterprise applications.
Duet is the result of a groundbreaking collaboration
between SAP and Microsoft, and is the first joint product
created and supported by these two industry leaders. In
April 2007, SAP and Microsoft announced that they
have deepened their relationship and will jointly enhance
Duet with additional business scenarios, platform capa-
bilities and development tools.

= Project "Atlantic”
in early 2008, SAP and IBM announced plans to deliver
their first joint software product, code-named “Atlantic,”
that will integrate IBM Lotus Notes software with SAP
Business Suite. The combined efforts will result in a new
style of applications that present information and data
in the context of users familiar with the Lotus Notes
desktop. This will make it easier for users to move
between Lotus Notes and SAP Business Suite applica-
tions, and will greatly enhance the return on investment
that companies have made in their SAP solutions.

SAP Acquires Business Objects

In October, 2007, SAP announced its intention to acquire
Business Objects S.A. (Business Objects), a pioneer

in business intelligence (Bl) and the world's leading

Bl software company. The acquisition, SAP's largest
ever, was completed in February 2008.

The successful acquisition of Business Objects unites two
of the technology industry's biggest brands with a shared
vision to transform the way the wortd works by connecting
people, information and businesses. From the start,

SAP and Business Objects shared thousands of joint cus-
tomers, highlighting the synergies that companies are
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already leveraging by combining the existing products from
SAP and Business Objects. At the same time, each com-
pany serves thousands of customers who could benefit
from the other company’s solutions. For example, 30,000
SAP customers are not yet using Business Objects
solutions, and approximately 60% of Business Objects
customers do not currently use SAP software.

SAP and Business Objects quickly embarked on a rcad
map to transform their wide lead in the market of software
for business users into leadership in the emerging market
for business performance optimization - which helps
organizations see and respond to business events in real
time. As a first indication of the successful pace of the
companies’ integration, SAP and Business QObjects also
announced an initial slate of nine joint product offerings.
enabling deep, operational intelligence to improve busi-
ness performance for customers in muftiple industries
worldwide.

Immediate Leadership

The acquisition of Business Objects complements SAP's
existing growth strategy, granting immediate leadership

in the market for business user solutions. And. it allows
SAP to reach new customers and expand its footprint in
existing accounts. Growth in the business user segment
is driven by three major trends: First, companies need to
make decisions more effectively based on a broader array
of data sources from both inside and outside the enter-
prise, and from structured and unstructured sources.




Second, today's business users need better tools and
applications that go beyond individual views to support
collaborative decision-making. Third, companies are
seeking competitive advantage by extending beyond their
businesses to create and manage business networks
with partners, suppliers and customers. And these trends
are precisely what we are focusing on: Building new appli-
cations to help business users, teams, and companies
better collaborate through networks.

SAP Business Objects
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Qur vision is to help teams optimize business performance by connecting people, information, and businesses across the business network,
regardless of the underlying business applications or data stores.
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CFE 2000 SURENGUTIENS [RTERNSIIONAL FOOUTPRINT
SAP ERP BOOSTS CHANGE AND INNOVATION

CFE is Mexico's government-owned
electric utility.

Headquartered in Mexico City, CFE
is one of the largest employers in
the country.

The utility generates, transmits, and
distributes 95% of Mexico's elec-
tricity with 177 generation plants,
141,688 MVA transformation capac-
ity, and 25.3 million customers.

For the fiscal year ending
December 31, 2007, CFE reported
net sales of $225 billion Mexican
pesos (€15 billion).

CFE has been an SAP customer
since 1998.
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New needs have prompted the country’s government-
owned electric utility to increase production capacity

by 35% over the next 10 years. At the same time, CFE is
Fealizing new revenue streams by opening its 26,41 1-km
£16,415 miles) fiber-optic network to other telecommuni-
gations providers,

Growth on this scale requires a sophisticated, robust

get of IT solutions and services. To meet these new
whallenges, CFE needed an IT gystem that could help it
manage both growing complexity and stiffer competition,
Fo prepare the company’s finaricial IT division to operate
optimally within this new enviranment, CFE chose the
SAP MaxAttention support option to upgrade to SAP ERP,

The new solution is helping CFE to better integrate
financials, purchasing, plant maintenance, and logistics
processes in accordance with best practices. With

SAP ERP, CFE is able to suppert new business opportuni-
ies and to pursue innovation with increased transparency
across financials, materials management, and plant main-
ienance.

www.cfe.gob.mx/en/




Value Drivers

Strategic Goals

€ Ensure supply of electrical power that supports
Mexican industrial growth

O Improve productivity by optimizing the use of physical,
commercial, and human resource infrastructures

0 Operate according to international benchmarks in terms
of productivity, competitiveness, and technology

0 Provide outstanding customer service

0 Continue and enhance the company’s reputation for
excellence, environmental stewardship, and strong
customer focus

Key Challenges
o Improve overall IT security
0 The need for more efficient processes

0 Rising fuel and labor costs and the need for greater
cost savings

0 A life cycle that required greater transparency
o Centralize procurement

O Improve profitability

Value Realization

Results

0 SAP ERP has helped CFE realize significant savings in
hardware and in the total cost of ownership.

0 The solution has given the electric utility complete
transparency across its financials, materials manage-
ment, and plant maintenance efforts.

o CFE has greatly reduced operational costs while
enhancing its capacity to manage business growth.

SAP Solutions

SAP ERP Central Component 5.0

SAP GRC Access Control

SAP NetWeaver Business Intelligence 7.0
SAP-certified CFE Competence Center
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ELSPLOVEES

ATTRACTING AND NURTURING TOP TALENT

SAP strives to employ the best people in the best working environment

in the software industry. Our people, rich diversity, and cultural wealth are
some of SAP's greatest assets. Our employees work in a flexible, open
environment that encourages entrepreneurial thinking and career develop-
ment in a global community of employees, customers, and partners.

The Power of Global Diversity

We continue to leverage the global diversity that is both
a cornerstone of SAP's management style and a unique,
differentiating factor of SAP's employee base. Our HR
programs, structure, and people empower individuals and
teams in every region of the world to develop and deliver
quality solutions for companies of all sizes and ultimately
lead to the successful achievement of SAP's strategic
goals. The international make-up of a company's employ-
ees is the most crucial indicator of a true global player,
and we continue to expand in key new geographic mar-
kets. It ensures proximity to customers and the ability to
leverage creativity and innovation around the world. With
more than 43,800 employees representing more than
120 nationalities, SAP believes that people from diverse
backgrounds provide us with not only valuable knowledge
for understanding complex international markets, but
also with creativity and innovation. To gain these benefits,
we provide intercultural training, educating employees
and fostering honest and open dialogue about both the
challenges and opportunities of gtobal diversity. Addition-
ally, SAP employs a Global Mobility Policy that encour-
ages international engagements, leading to approximately
700 international transfers and assignments annually.

At SAP, we nurture and support an environment that
values differences in culture, race, ethnicity, age, gender,
sexual orientation, and physical or mental ability. But
diversity at SAP does not stop there: we understand the
importance of world views, family status, personal rela-
tionships, work content, and other dimensions of differ-
ence that make up our employees, managers, business
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partners, and customers worldwide. Diversity is a
commitment to accepting and supporting all pecple,
regardless of their individual dimensions. Diversity,
however, is not a value in itself. Managing diversity - in
alignment with company values and goals - makes SAP
prepared to meet the needs of our workforce and, in
turn, our diverse customer base.

Embracing New Priorities

To succeed amid an environment of accelerating change,
SAP and its employees are taking steps to prepare for
the workplace of the future and master the same busi-
ness priorities that confront our growing customer base:

» Workforces embracing change
Recognizing that a sustainable global workforce re-
quires private industry and government to work together,
SAP participates in efforts fostering a talent pool for
future economic growth and ensuring the transfer of
best business and industry practices into higher educa-
tion in both developed and emerging economies.

= Accelerated innovation
As companies look to IT as a driver of accelerated inno-
vation and change, SAP, our employees and partners
are creating a large ecosystem of specialist software
vendors and providing a platform on which they can
bring innovation to the entire market worldwide.




» Agile strategy execution
Company management and information consumption are
transforming in an era of globalization. rapid innovation,
and increased competition. In the evolving global econo-
my. SAP employees are building capacity to adopt new
business models, and regularly alter, evolve, and execute
on corporate strategy to remain competitive.

» Global corporate stewardship
In a globally networked economy based on trust and
transparency, SAP and our employees enable sound cor-
porate governance practices and strive to embody the
highest level of integrity in governance and practices.

HR as Enabler for Maximum Efficiency

e

Developing Leadership and Talent

SAP recognizes that achieving our strategic vision is large-
ly dependent upon leaders around the world having the
competencies necessary to propel the organization to
further levels of success. Launched globally in October,
the Management Excellence Evaluation (ME?) is a multi-
rater assessment process that provides feedback for man-
agers from many sources - self, dotted-line/direct reports,
primary and secondary managers, and colleagues - to
measure performance on competencies essential to being
an outstanding manager at SAP. The ME? provides impor-
tant information to the managers about the strengths and
areas of development within our management population -
information that can be used to further drive management
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and leadership excellence at SAP. For all of our employ-
ees, SAP launched the Career Success Center {(CSC)

in June. a global resource that allows our employees to
plan, manage, and develop their careers in line with the
needs of the business. To date, 37,000 unigue users have
accessed the center (92% of SAP employees), and we
continue to enhance the solution with feedback directly
from its users.

Open and Entrepreneurial Environment

From the company's founding, we have set out to create
the kind of corporate culture that gives employees a great
amount of personal freedom. At SAP, our global values
dictate that each employee has the opportunity to play an
optimal part in our processes. We promote an entrepre-
neurial environment that encourages individual initiative.
For many. these attributes imbue SAP with both the free-
dom of a start-up company and the security of a global
industry leader. Qur employees are encouraged to "drive
their own careers”. Individual objectives are agreed upon
between managers and employees at the start of the year,
which are followed up by feedback talks between man-
agers and employees towards the middle of the year. The
end-of-year talks provide an opportunity to determine

and discuss the extent to which the objectives have been
achieved. We give our employees a great deal of personal
responsibility, and deem trust both in, and between, our
employees and managers to be extremely important.
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Diversity: Facts and Figures

For SAP, a diverse workforce is not only a reality but also
a fundamental driver of our business results. More than
43,800 employees of many nationalities contribute to

the success of SAP, making our company truly global. We

are proud of the unique contribution that each individual

makes at SAP and recognize that our diverse human capi-
tal is the essence of our success. Here are a few interest-
ing facts and figures:

s SAP's worldwide workforce comprises more than
120 nationalities; 78 nationalities work together at head-
quarters in Walldorf, Germany, alone

» Top five nationalities working at headquarters in
Walldorf: German, British, American, Indian, French

» 30% of our employees are female

» 18.2% of women hold management positions worldwide

= Average age global: 37 {(SAP AG in Germany: 38.4)

» 6.6% of employees worldwide are over 50

» Average length of company affiliation globally: 5.4 years
(SAP AG in Germany: 8.6 years)

= Turnover rate worldwide: 10.3% (SAP AG in Germany:
2.2%)

e in 2007. the number of intercultural and gender-aware-
ness training sessions increased once again: More than
2,275 employees attended 209 sessions worldwide.

a Number of employees taking on assignments abroad
increased to 666 in 2007,

o Top three destinations: Germany, United States,
Switzerland

o Top three countries of origin: Germany, United States,
India




RESERARCH LAND DEVELOPMIERNY

GLOBAL CREATIVITY NETWORK

To harness the power of diversity, SAP distributes the development of its
new and existing software solutions across locations in strategic markets
worldwide. In addition, together with leading universities, partners, and
customers, we cultivate groundbreaking IT trends and technologies on a

global scale.

Worldwide Distribution of Development

SAP employs over 12,900 people in software develop-
ment, at development centers in eight countries. These
locations, known as SAP Labs, include major international
centers in Germany, the United States, India, China, and
Israel, as well as smaller SAP Labs in Bulgaria, Canada,
and Hungary.

Thinking globally, acting locally, the network of SAP Labs
generates significant and lasting competitive advantages
for SAP. The global distribution of the labs enables us to
secure the services of excellent employees from different
cultures and with the widest range of market and specialist
expertise. It also allows us to make the most effective and
efficient use of our resources.

We devised the structure of the SAP Labs network to
accelerate product innovation and raise productivity. Due
to the network's excellent flexibility, we can quickly react
to new customer and market requirements. Furthermore,
the global arrangement of our development organization
enables us to develop products and services in collabora-
tion with leading customers and partners, always giving us
access to the best know-how to match our needs.

In 2007, SAP invested €1.458 billion in research and de-
velopment for business software solutions.

Boundless Collaboration

The principle of sharing ideas and collaborating across

company boundaries and geographies is also reflected in -
the SAP community network, which includes the SAP
Developer Network (SDN) community and the Business
Process Expert community. Each of these communities

consists of members who work on SAP software and
technology, both within SAP and in other companies, such

as developers working for our customers and partners.

In late 2007. roughly three years after its launch, the SAP
community network welcomed its one millionth member.

Capitalizing on Groundbreaking Technology

SAP Research is our research organization. It is dedicated
to capitalizing on picneering trends and technologies

in IT that we can incorporate into the development of our
products. SAP Research consists of 13 interconnected
research centers on five continents. Each center is located
in close proximity to an SAP development center or on a
university campus.
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SAP Research operates a model of co-innovation: Hand-
in-hand with prestigious universities, partners, customers,
and product development groups at SAP, SAP Research
employees pursue groundbreaking ideas and create proto-
types - always striving to generate the greatest possible
customer value for future markets. To this end, single

Global Research and Development Network of SAP
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customers get involved early on in research undertakings
within special “lighthouse projects”, and dedicated "living
labs " demonstrate technoclogical research in real-world
settings, thus making prospective SAP solutions a tangible
experience.
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Among the leading research topics in 2007 were the
“Internet of Services” and the "Internet of Things”. The
Internet of Things seamlessly integrates physical cbjects
into the IT world and makes them an active part of busi-
ness processes. Everyday objects, facilities, and machines
communicate information about themselves among one
another. In 2007, the results of the research into these
“smart” items were applied in practice in the Future Retail
Center and the Future Factory.

The Internet of Services is about finding and combining
services and information in order to fulfill unique require-
ments as precisely as possible. SAP Research spear-
heads efforts in the "Theseus” research program, which
is supported by the German government. The program
aims to develop a new infrastructure that will make finding
and consuming services and information on the Internet
more effective. Within the program, the "Texo" project,
led by SAP Research, is helping to create an Internet-
based service economy: The project is developing the in-
frastructure components needed to discover new services
and interconnect them to fulfill business requirements.

Realizing Employees’ ldeas

In the search for innovation, key impulses come from with-
in the company. specifically, from our employees. The SAP
Inspire program promotes our employees’ creativity and
entrepreneurial spirit by providing support for their revolu-
tionary ideas. The program nurtures new concepts until
they are ready for use in a product. Currently, we are

in the process of extending the program and combining it
with other initiatives to form a global incubator program
that will connect innovation efforts from within SAP and
the world outside.

Investment in Innovative Companies

SAP's investment in other companies also adds to the
process of innovation. Founded in 1996, SAP Ventures is
the corporate venture capital arm of SAP AG. investing in
companies that develop promising technologies and appli-
cations. SAP Ventures operates independently of SAP's
overall business strategy and is therefore able to invest in
entirely new fields that offer the promise of very high
profitability. SAP Ventures brings substantial benefit to its
portfolio companies and SAP by facilitating interaction
between innovative young companies and the SAP eco-
system. In 2007, SAP Ventures invested in aspiring enter-
prises such as AmberPoint, Coghead, GroundWork Open
Source, Right Hemisphere, JasperSoft, PayScale,
Alfresco, Greenplum, and Endeca.
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UHE SAP ECOSVSUEN

A WORLDWIDE NETWORK OF INNOVATION

When customers choose SAP, they get much more than just world-class
business software. They also gain access to the largest ecosystem in the
enterprise software industry, composed of software vendors, services

companies, implementation partners, training partners, developers - and

fellow customers.

Diverse Participants. A Singular Focus.

The SAP ecosystem is a complex, dynamic, and rapidly
growing community that continues to strengthen our value
to customers. It consists of a diverse network of partners,
developers, business experts, and users who share a
singular focus: Enhancing the value of SAP solutions.

SAP Partners: A “Who's Who' of Technology

To encourage the development of complementary hard-
ware and software solutions, SAP offers glabal and local
partnership opportunities for every strategic business area
and customer need. QOur rich partner community covers
such areas as husiness process outsourcing, content,
education, hosting, services, software solutions, support,
and technology. Its members include such technology
leaders as Adobe, Cisco, EMC, HP, IBM, Intel, Microsoft,
Novell, Research in Motion, and Sun Microsystems, as
well as thousands of smaller organizations.

u SAP NetWeaver Partners
The SAP NetWeaver technology platform allows our many
partners to develop innovative products and services
with confidence that they will work seamlessly for tens of
thousands of SAP customers. At the same time, it helps
SAP increase revenues from the many vendors who
license our technology platform for use in their applica-
tions. It is a win-win-win for our company, our partners,
and especially our customers. The SAP NetWeaver
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community continues to gain momentum, with more than
2,000 independent software vendors (ISVs) currently
building software for the SAP NetWeaver platform.

s SAP Co-Inngvation Lab
In July 2007, the first SAP Co-Innovation Lab opened
in Palo Alto, California. The first facility of its kind, SAP
Co-Innovation Lab offers a hands-on environment for
SAP, independent software vendors, system integrators,
and technology partners to work together with cus-
tomers around current and future technologies. And, it
showcases how customers can increase competitive
advantage and improve efficiencies by transforming their
business networks with enterprise service-oriented
architecture (enterprise SOA).This lab initiated a number
of solution co-innovation projects with its founding spon-
sors Cisco, HP, Intel, and NetApp.

Fostering Co-Innovation and Collaboration

To foster continuous co-innovation, collaboration, and
ongoing improvement in a wide range of products, services,
and business processes, SAP continues to foster various
“communities of innovation” - highly interactive networks
of developers, customers, and partners that come together
to collaborate on a variety of topics. The major communi-
ties include:




= SAP Developer Network
The SAP Developer Network (SDN), the largest of
the SAP communities of innovation, enables members
from more than 120 countries to co-innovate in a ro-
bust, highly collaborative environment. SDN includes
discussion forums, blogs, wikis, software, and tools
downloads, and e-learning. The collective expertise of
thousands of technologists and thousands of technical
assets drive more than half a million visitors to SDN
every month. Having reached a milestone of one million
members in 2007, the network is so active that a mem-
ber who submits a guestion will typically receive a re-
sponse from a fellow member in just under 20 minutes.

Business Process Expert Community

The Business Process Expert community is the largest
business process community in the world, with more
than 225,000 members covering 26 industries. This
community drives process innovaticn through collabora-
tion, best-practices sharing, and collective learning. lts
participants include industry experts, business analysts,
application consultants, IT managers, and enterprise
architects, who engage in moderated forums, collabora-
tive wikis, and expert blogs.

Industry Value Networks
Industry Value Networks continue to thrive across 13

industries including aerospace and defense, automotive,

banking, chemicals, consumer products, high tech. il
and gas, public sector, retail, mill products {forest and
paper), mining, travel and transportation, and utilities.
Industry Value Networks bring together independent
software vendors, systems integrators, and technology
vendors with SAP and customers from various indus-
tries. Together, these participants work to solve cus-
tomers' most pressing business challenges through the
creation and improvement of industry-relevant business
processes.

» Enterprise Services Community
The Enterprise Services (ES) Community enables cus-
tomers, partners, and SAP to form collaborative groups
focused on developing enterprise service specifications
for business process platforms. This community cur-
rently has over 250 members and 30 active community
definition groups.

Sharing Knowledge Among Users

To share knowledge and influence SAP development
efforts, our customers have established "users’ groups”
in regions around the world. Two of the largest of these
are the Americas’ SAP Users’ Group (ASUG), with more
than 50,000 memhbers, and the Deutschsprachige SAP-
Anwendergruppe (DSAG), with 23,000 members. In the
past, there was little interaction among the SAP users’
groups across regions. [n 2007, however, SAP initiated a
program in which all users’ groups could share knowledge
and organizational best practices with one another. This
new approach has led to an energetic new conversation
that will benefit the entire SAP ecosystem.

“A Thriving Economy in its Own Right”

in the strongest evidence yet that its ecosystem strategy
is delivering real value to customers, partners and devel-
opers, the independent analyst firm IDC has declared the
SAP ecosystem “a thriving economy in its own right”.
According to the IDC report, “The recent rise of SAF as
the leading enterprise applications vendor across multiple
customer and product categories has created a booming
economy whereby an increasing number of developers
and resellers are jockeying for the attention of the market
leader and its installed base of more than 41,000 cus-
tomers.”
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OR7TARPUS ORUIIRIZES CUSTTLIER SERVICE
WITH SAP CUSTOMER RELATIONSHIP MANAGEMENT

Olympus is a leading manufacturer
of digital cameras, medical endo-
scopes, and other medical devices,
including microscopes.

The company is headquartered in
Tokyo, Japan, and employs more
than 32,958 people worldwide.

For the fiscal year ending March 31,

2007, Olympus reported net sales
of ¥1,061 billion (approximately
€6.7 billion).

Olympus has been an SAP
customer since 2001.
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Innovation is key in the fast-changing optical industry

in which the Japanese manufacturer Olympus operates.
Medical products such as endoscopes and microscopes
require innovative technologies to meet the demands

of modern high-tech medicine. And manufacturers must
compete for customers by offering an ever more
advanced array of digital cameras.

To meet those requirements and keep up with business
changes, Olympus needed an IT system that could
provide deeper insight into customer needs. Having a
customer orientation means seeing the world through the
eyes of the customer. Olympus tock this advice to

heart and realigned its customer service based on its
customers' needs using the SAP Customer Relationship
Management (SAP CRM) application.

With real-time data, Olympus can now provide more
detailed services to its customers and achieve greater

transparency across departments.

www.olympus.com
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Value Drivers

Strategic Goals

0 Optimize customer service to improve customer
loyalty

O Standardize IT company-wide for mere transparency

O Innovate faster with flexible and integrated IT

Key Challenges

O Technology in the optical industry is changing rapidly.
IT needs to help keep up the pace.

O The healthcare industry requires high-quality products.

As a result, reliability is very important for customer
loyalty.

0 Create processes from the customer's perspective.

O Create an integrated system by bringing together
disparate systems and departments throughout the
company.

Value Realization

Results

0 From 2002 to 2007, SAP has helped Olympus to
better meet its business objectives and to keep up
with business requirements in a rapidly changing
environment.

D SAP solutions have made significant contributions
to the continued success of Olympus by enabling the
company to adopt standardized processes.

0 Customer satisfaction has improved greatly. Now,
Olympus can provide more services to its customers,
including status updates and detailed cost overviews.

0 Olympus has achieved more transparency with real-
time data. This provides the company with real-time
infarmation on day-to-day changes, allowing it to
instantly adapt its sales strategy.

SAP Solutions

SAP R/3 Enterprise

SAP Customer Relationship Management
SAP NetWeaver Business Intelligence
SAP NetWeaver Portal
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CORPURAE GOVERNANCE REPORU

RESPONSIBLE GOVERNANCE

The concept of corporate governance draws together all international

and national values and principles for good and responsible management
applying to a company's executive and supervisory bodies as well as its
employees. However, corporate governance should not be seen as a rigid
system of rules and regulations; rather it is a process in which values and
principles constantly evolve in line with changing requirements. In our
work, we, the Supervisory Board and the Executive Board of SAP, attach
great importance to good governance practice.

Recognizing the need to practice good corporate gover-
nance in our day-to-day business operations, SAP led the
way in Germany by publishing its own Principles of Corpo-
rate Governance ("Principles "} in 2001, even before
promulgation of the German Corporate Governance Code
{"Code"). Ever since, SAP has worked at optimizing its
corporate governance, guided not only by national stan-
dards but also by the internationally accepted principles.
This is our report for fiscal year 2007, as required by
section 3.10 of the Code.

Corporate Governance at SAP

SAP is a German listed company, and our corporate
governance is primarily aligned to the mandatory require-
ments of the faw and to the Code, as amended from time
to time. Moreover, SAP complies with further provisions
that are relevant to it as a German company listed on

the New York Stock Exchange (NYSE). These include the
Corporate Governance Standards of the NYSE and the
.S, Sarbanes-Oxley Act.
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Executive Board

At the time this annual report went to press, the SAP
Executive Board had seven members. It is solely respon-
sible for managing the Company. It has a duty to exercise
its management powers in the interest of the Company
and in pursuit of the sustained growth of corporate value.
It discusses and agrees its strategy for the Company
with the Supervisory Board, ensures compliance with the
requirements of the law throughout the Group, and main-
tains appropriate risk management structures and risk
controls.

Supervisory Board

The SAP Supervisory Board has 16 members who in
equal numbers represent the shareholders and the em-
ployees. When candidates for election to the Supervisory
Board are selected, regard is had to the requirement that
they be persons with the necessary knowledge, compe-
tencies, and relevant experience. At appropriate intervals,
normally every October, the Supervisory Beoard conducts
an investigation into the efficiency of its own work. Since
the term of office of the current Supervisory Board mem-
bership only started at the end of the General Meeting of




Shareholders on May 10, 2007, the next such investiga-
tion was not conducted until February 2008. This was to
give the newly elected members a chance to make their
efficiency assessment on the basis of an adeguate
number of meetings of the full Supervisory Board and
its committees.

Cooperation Between Executive Board and
Supervisory Board

The Executive Board and Supervisory Board cooperate
closely to the benefit of the Company. The Executive
Board reguiarly provides to the Supervisory Board full and
timely reports on all material matters of business planning
and performance, including any deviations of actual
business performance from plan, the risk situation, and
risk management. The Supervisory Board has reserved
to itself the approval of certain defined transactions of
fundamental importance. For more information about the
Executive and Supervisory Boards' work together, and
about the work of the Supervisery Board and its commit-
tees, see the section titled Report of the Supervisory
Board.

SAP’s Principles of Corporate Governance

SAP published its own Principles of Corporate Gover-
nance as early as October 2001 and continually amended
them, where necessary, in the light of changes made

to the Code from time to time. When we last reviewed our
Principles in October 2007, we came to the conclusion
that the gap between them and the Code had greatly
reduced over time and that changes to the legislation and
current practice had made provisions in the Principles ob-
solete. The Code, which had been continuously improved,
together with the pertinent legislation, which had gradually
covered more of the ground, made the maintenance of
our own Principles redundant. We therefore decided to
discontinue our own Principles - therehy improving the
clarity of our communications for the benefit of our share-
holders, not least those outside of Germany. In the future,
when discussing corpaorate governance standards, we will
refer to the Code only. SAP will continue to provide its

sharehclders with detailed information about its implemen-
tation of the Code’s recommendations and suggestions by
publishing the annual declaration of implementation of

the Code and a corporate governance report in the SAP
annual report.

Code Recommendations

The new recommendations and additions to existing
recommendations adopted in the Code in 2007 chiefly
concern the establishment of nomination committees as
committees of supervisory boards. and provisions in exec-
utive board rules of procedure. They relate to the principle
of collective responsibility and to the majorities required
for resolutions, and there are also recommendations
concerning the manner in which supervisory boards and
their audit committees handle compliance matters.

The SAP Executive Board has established various controls
to ensure that the Company, its governing bodies, and its
employees comply with the law. SAP's Code of Business
Conduct, published throughout the Group, contains stan-
dards for the day-to-day behavior of employees toward the
Company and toward others. Within the Supervisory
Board it is the Audit Committee that has particular respon-
sibility for monitoring internal compliance controls. To evi-
dence the Company's implementation of the new recom-
mendation in section 5.3.2 of the Code, compliance was
added to the Audit Committee's responsibilities listed in its
rules of procedure,
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At its regular meeting in October 2007, the Supervisory
Board resolved to establish a Nomination Committee in
accordance with the recommendation in section 5.3.3 of
the Code. As recommended in the Code, the Nomination
Committee is composed of shareholder representatives
only. It is tasked with creating an appropriate reguirements
profile for Supervisory Board members in the light of the
structure, size, and composition of the SAP Supervisory
Board and to moniter the national and international fields
for suitable people who are available to stand as candi-
dates for election as shareholder representatives.

There were already provisions in the Executive Board rules
of procedure concerning the principle of collective respon-
sibility and responsibility for individually assigned areas of
operations, and provisions in the Articles of Incorporation
concerning majorities required for resolutions, correspon-
ding to the new recommendation in gection 4.2.1 of the
Code.

Compliance Declaration Pursuant to the German
Stock Corporation Act, Section 161

The SAP Executive and Supervisory Boards submitted

their implementation declaration on October 26, 2007. In

the declaration, the Executive and Supervisory Boards

declared that SAP intends, as in the past, to follow all of

the recommendations in the new version of the Code

except as follows:

= No age limits for members of the Executive and
Supervisory Boards

» Contracts do not provide for a deductible in directors’
and officers’ liability insurance policies

s A chairperson or member of the Executive Board can
become chairperson of the Supervisory Board or
chairperson of a Supervisory Board committee

» No consideration of individual performance in the
variable remuneration of Executive Board members
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We no longer maintain the reservation concerning reward
for committee work in the compensation of Supervisory
Board members, last recorded in our October 2006 decta-
ration of implementation. The compensation provisions in
the SAP Articles of Incorporation were amended by reso-
lution of the Annual General Meeting of Sharehaolders on
May 9, 2006, but because the resolution was challenged
in Court, it did not become effective until December 2006,
that is, after publication of the implementation declaration
in October 20086,

The remaining deviations from the recommendations in the
Code are due to the following reasons:

SAP considers the setting of an age limit on Supervisory
Board members, as recommended by the Code, an inap-
propriate restriction of shareholders’ rights to elect the
members of the Supervisory Board. Therefore, SAP did
not consider or set any age limits at the last election of
Supervisory Board members. Similarly, despite the recom-
mendation in the Code, SAP does not set any age limits
for members of the Executive Board, because this would
generally restrict the Supervisory Board in its choice of
suitable Executive Board members.

The Code recommends that if a company takes out a
liability insurance policy for its executive and superviscry
board members (D&Q liability insurance), a suitable
deductible be agreed in members’ contracts. We do not
believe that the motivation and respansibility that the
members of the SAP Executive and Supervisory Boards
have for their duties can be improved by such a deductible
element. We do not intend to change the current D&0O
insurance policies, under which no deductible is payable
by Executive and Supervisory Board members.

The Code recommends that, as a rule, the former chairper-
son of the executive board and members of the executive
board do not become the chairperson of the supervisory
board or chairperson of a supervisory board committee.
SAP cannot rule out the possibility that these kinds of ap-
pointments will take place in the future. It is not currently




possible to foresee whether this will be the case as a rule.
Moreover, the chairperson of the Supervisory Board

and chairpersons of Supervisory Board committees are
appointed by the members of the Supervisory Board, who
should be guided solely by the actual qualifications of the
personsg standing for election. Historically, our practice in
respect of the appointment of Executive Board members
or chairpersons (chief executive officers) to the chair of
the Supervisory Board has proved worthwhile. However,
we do not intend that such appointments should become
automatic.

Executive Board members' remuneration takes into
account their individual performance and responsibilities.
However, SAP does not currently plan to set individualized
targets for the purpose of determining Executive Board
members’ variable remuneration elements because their
areas of responsibility are interrelated in such a way as to
prevent or considerably hinder the definition of corporate
targets for their individual areas of responsibility. We
prefer to encourage the collective responsibility of the
Executive Board for the Company, seeing this as a signifi-
cant factor in its success.

Code Suggestions

We will partly follow the new suggestion in section 4.2.3
of the Code. The suggestion is that executive board mem-
bership contracts should not provide for severance pay
on premature termination without just cause of more than
two times annual compensation including expenses or
more than the compensation for the remaining term of the
contract. Our Supervisory Board has always insisted that
the compensation contracts of Executive Board members
must be reasonable, including, for example, provisions
concerning severance pay, and it will continue to do so.
Except where the termination arises out of a change of
control, however, we do not believe it is practicable in
Executive Board member contracts to cap severance pay
on premature termination without just cause. To agree
such a cap from the outset would be contrary to the spirit
of our Executive Board contract, which is normally con-

cluded for a fixed term and does not in principle provide for

the possibility of ordinary termination by notice. Moreover,

in practice the Company would find a contractual sever-
ance pay cap difficult to enforce against an Executive
Board member in the circumstances where it would be
relevant. Also. an agreement in this respect that had been
concluded in advance might not make adequate provision
for the particular facts and surrounding circumstances
that later actually give rise to the premature ending of an
Executive Board member's work. We will follow the new
suggestion where the termination arises out of a change
of control, and also insofar as that, in the event of prema-
ture termination of an Executive Board member's contract
by agreement. we will continue our past practice of
negotiating severance pay that is reasonable.

There are also two other suggestions in the Code that we

do not follow:

» We do not follow the suggestion in section 5.4.6 of the
Code that Supervisory Board members he appeinted
at different times and for different terms. We hold block
votes for all shareholder representatives on the Super-
visory Board and they have equal terms of office. If
a Supervisory Board seat becomes vacant during the
regular period of office, by-elections are held for the re-
mainder of the regular period of office. This ensures an
efficient, standardized process for electing Supervisory
Board members and enables them to work together
effectively.

= We have not agreed to pay Supervisory Board members
performance-oriented compensation based on SAP's
long-term success as suggested in the Code, section
5.4.7 (2). We doubt whether the long-term success of
SAP is the right basis for Supervisory Board compensa-
tion or improves the Supervisory Board members’ moti-
vation in respect of SAP, Variable remuneration at SAP
is therefore linked to the dividend, and can thus be readily
determined by applying the Supervisory Board compen-
sation provisions in the Articles of Incorporation. We
believe that this thus ensures transparent, appropriate
compensation for Supervisory Board members that
reflects their legal responsibilities.
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Code of Business Conduct

The Code of Business Conduct for employees and the
Executive Board expresses the high standards that we re-
quire from our employees and Executive Board members
and how we deal with customers, business partners, and
shareholders. SAP sees its Code of Business Conduct
as the standard applicable to all dealings involving cus-
tomers, business partners, vendors, shareholders, and
competitors. By following our Code of Business Conduct,
we demonstrate a commitment against all forms of unfair
competitive practice, corruption, and misrepresentation.

Compliance

The Executive Board ensures that SAP AG and SAP
Group companies comply with the requirements of the law
and of our internal policies. We have deployed compliance
officers throughout the company to moniter adherence

to those requirements. Also, our chief global compliance
officer has a dedicated compliance team to harmonize
compliance work across the Group. This team is tasked
with regularly reviewing and i necessary revising the
Group's internal policies. such as our Code of Business
Conduct and our Third Party Sales Commission Policy, de-
livering related training, and maintaining the development
of the controls designed to ensure compliance with our
internal policies. In addition, the compliance team coordi-
nates the shared work of all compliance officers in the
Group.

In 2007, the compliance team started a training program,
which will be continued in 2008. The objective of the pro-
gram is to deliver knowledge of the pertinent requirements
of the law and of SAP's policies to all SAP employees
who need it, from directors and executives of SAP Group
companies, to their vice-presidents, to sales employees
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throughout the Group. The Executive Board and members

of the compliance team report regularly to the Supervisory
Board and the Audit Committee on the compliance control
structures set up by the Executive Board and on the work

of the compliance team.

Risk Management

in German stock-corporation and commercial law, there
are special requirements for internal risk management that
apply to SAP. Our global risk management system there-
fore supports risk planning, identification, analysis, hand-
ling. and resolution. We also create standard documenta-
tion of all our internal control mechanisms and continually
evaluate their effectiveness.

As an issuer on the NYSE, SAP is also required to adhere
to requirements under the U.S. Sarbanes-Oxley Act. In
2006. we embarked for the first time on an assessment
of our internal contro! structure for financial reporting in
accordance with the complex requirements defined by the
Sarbanes-Oxley Act, section 404, and we repeated the
exercise in 2007.

The auditor for the SAP Group, KPMG Deutsche Treuhand-
Gesellschaft Aktiengesellschaft Wirtschaftsprifungs-
gesellschaft is auditing the Executive Board's assessment
of the effectiveness of the Company's internal control
over financial reporting as well as the effectiveness of that
control on December 31, 2007. The audit hat not found
any indication by March 19, 2008, that it was not effective
on December 31, 2007.




The management of SAP’s subsidiaries uses our internal
certification system to confirm, among other things. the
accuracy of its financial reporting. In particular, it confirms
that, in all key areas, the financial data appropriately
reflects the assets. finances. income, and cash flows of
the units in the reports. SAP must also canfirm that the
management of each unit has verified its own disclosure
controls and procedures and found that they were working
at the end of the reporting period in question. This confir-
mation - in addition to the confirmation of adequate
procedures from Executive Board members and regional
management - forms the basis for the certifications that,
according to the Sarbanes-Oxley Act, the CEO and CFO
must sign and submit to the U.S. Securities and Exchange
Commission {SEC) along with the Form 20-F annual
report. In the certifications, SAP's CEO and CFO confirm
that the details in Form 20-F are correct and that SAP's
financial statements appropriately reflect SAP's assets,
finances, and income in all key areas. They also confirm
that the functioning of the disclosure controls and proce-
dures was evaluated and that Form 20-F reports on the
outcome of this evaluation and on any significant changes
to it. These processes are supported by a software prod-
uct that SAP developed for that purpose, the management
of internal controls (MIC) taol. Another control mechanism
deployed at SAP besides the processes described above
is standardized reporting across the Group. The internal
audit service, the Disclosure Committee, and the Super-
visory Board are also closely invalved in risk management.

The Disclosure Committee comprises the CEQ, the CFQO,
and six more members. It met nine times in 2007. It has

a duty to support the internal control procedures for finan-
cial reporting and in particular to deliberate on disclosure
requirements and disclosures relating to the occurrence
of material events of significance for the financial markets.
I addition, the Disclosure Committee discusses the
content and scope of the Company's ad-hoc disclosures
(current reports) required by law, press statements, and
regular reports. These include the annual report, the
annual report on Form 20-F, and the quarterly press state-
ments and reports.

Applying International Corporate Governance
Standards

As an NYSE-listed company, SAP is subject to U.S.
financial legislation and to the rules of the SEC and NYSE.

Besides implementing the requirements of the Sarbanes-
Oxley Act, section 404, set out above, and other Sarbanes-
Oxley Act requirements, we fuffill the rules for foreign pri-
vate issuers set out in the NYSE Listed Company Manual,

*section 303A.06. These rules govern the establishment

and membership of an audit committee and SAP’s related
duties to report to the NYSE.

In accordance with the NYSE Corporate Governance
Rules, SAP has - as in the past two years - stated the
extent to which the German corporate governance rules
deviate from the rules that apply to U.S. companies listed
on the NYSE. The report on the main deviations from

the NYSE Corporate Governance Rules is available on
SAP's Web site at www.sap.com/corpgovernance.
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Transparency, Communication, and Service
for Shareholders

Our shareholders can obtain full and timely information
about SAP on our Web site and access current and histori-
cal company data. Among other information, SAP posts all
of its financial reports, all relevant news about the Compa-
ny's governing bodies, corporate governance documenta-
tion, news in frequently-asked-question format on current
business measures, information requiring ad-hoc (current)
disclosure, press releases, and news of directors’ dealings
notifiable pursuant to the German Securities Trading Act,
section 15a.

Shareholders are also able to participate in the Annual
General Meeting of Shareholders over the Internet.

They can vote according to their shares at the meeting by
instructing a proxy of their choice or one of the proxies
provided for that purpose by SAP. All of the documenta-
tion refated to the Annual General Meeting of Share-
holders is posted in good time on SAP's Web site at
www.sap.com/AGM.

Financial Statements

The May 2007 Annual General Shareholders’ Meeting
elected KPMG as the auditor. We prepare financial state-
ments for SAP AG alone in accordance with the German
Commercial Code, and our statutory financial statements
are prepared in accordance with International Financial
Reporting Standards (IFRS). We also voluntarily prepare
financial statements in accordance with U.S. GAAP. The
Executive Board is responsible for the SAP AG financial
statements and the consolidated financial statements. The
Supervisory Board approves the SAP AG financial state-
ments and the statutory consolidated financial statements.
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Executive Board and Supervisory Board
Compensation Information Pursuant to
Section 3.10 of the Code

The Code recommends that certain details of Executive
and Supervisory Board member compensation and share
ownership, stock options, and similar incentives be in-
cluded in the corporate governance report or rather in the
compensation report as part of the corporate governance
report. These details as well as the legally required infor-
mation about Executive and Supervisory Board members’
compensation are all available in the compensation report.
The compensation report is part of the audited Review of
SAP Group Operations as well as forming part of this
corporate governance report. The Supervisory Board has
approved the Review of SAP Group Operations, including
the compensation report, and adopted the compensation
report's content for the purpose of corporate governance
and compensation reporting as required by the Code.




REPORYT OF VEHE SUPERVISORY BOARD
COOPERATION AND CONTROL

Dear Shareholders,

In 2007, we exceeded our own forecasts for growth in Cooperation Between the Executive and

software and software related service revenue significantly. ~ Supervisory Boards

Moreover, our share of the highly competitive software

market grew faster in 2007 than it had done in 2006. These  in 2007, we discharged the duties imposed on us by the
successes reflect how we systematically implemented our  law and by the Company's Articles of Incorporation. We

growth strategy. which is based primarily on organic were regularly consulted by the Executive Board on the
growth complemented by targeted acquisitions. We further  running of the Company and we scrutinized and monitored
strengthened SAP’s position in the business software the work of the management. We monitored the Executive
market and, at the same time, introduced breakthrough Board's management of the SAP Group with regard to
innovations in the software industry. legality, correctness, appropriateness, and cost-effective-
ness. In particular, the Supervisory Board examined risk
Our two most important milestones last year were the management, which included a discussion with the auditor.
launch of the new SAP Business ByDesign solution for The Supervisory Board believes that risk management
midsize companies and the announcement of the friendly fully meets the requirements placed on it. In addition, the
takeover of French software company Business Objects Executive and Supervisory Boards consulted on the
S.A. With the on-demand solution SAP Business ByDesign,  Company's strategic orientation and regularly discussed
we are creating a completely new business model along- its progress in implementing the strategy. We were in-

side our established business. Thanks to the acguisition of  volved whenever decisions of fundamental importance to
Business Objects S.A.. SAP is taking the top spot in the SAP were made.,
market for business performance optimization, enabling

management in real time. We can therefore look back The Supervisory Board regularly received full and timely
on a year in which our innovativeness and policy of stable reports from the Executive Board, both from members in
growth ensured that we again made a sustained contribu- person and in written documents. The reports chiefly con-
tion to our customers’ success. cerned planning, the Company's business performance
including the risk situation, risk management, compliance,
The SAP Supervisory Board closely manitored the work and transactions of special significance for SAP. The
of the SAP Executive Board. In-depth and cooperative Executive Board also indicated when the course of busi-
dialog with the Executive Board enables us to efficiently ness deviated from the plans and targets and explained
organize and perform our duties. That is why this report these deviations.

starts by explaining the ongoing partnership between the
two Boards. The report also focuses on the main topics
discussed by the Supervisory Board, the work of its
committees, corporate governance at SAP, and the audit
of the SAP AG and consolidated financial statements.
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The content and scope of the Executive Beoard's reports
fully met the requirements that the Supervisory Board

had placed on them. In addition, the Supervisory Board
received supplementary information from the Executive
Board. In particular, the Executive Board was available at
Supervisory Board meetings for discussions and to an-
swer our questions. We checked the information received
from the Executive Board for plausibility as well as critically
examining and discussing it. The Supervisory Board main-
tains a list of transactions for which the Executive Board
requires the Supervisory Board's consent. We update the
list regularly as required, most recently in 2006. The
Supervisory Board dealt with the transactions on this list
presented by the Executive Board and examined them
thoroughly in cooperation with the Executive Board, focus-
ing particularly on the benefits and effects of these trans-
actions. The Supervisory Board agreed to all transactions
where its consent was required.

The chairperson of the Supervisory Board was also kept
fully informed between meetings of the Supervisory Board
and its committees. For example, the CEQ and the chair-
person of the Supervisory Board met regularly to discuss
SAP's strategy, current progress in business, and risk
management as well as other key topics and decisions
that arose. The CEQO informed the Supervisory Board
chairperson without delay of important events that were
significant in the assessment of SAP's situation and
progress or for the management of the Company.

As it does every year. the Supervisory Board discussed

the Executive Board compensation regulations at the
Compensation Committee's suggestion.
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Supervisory Board Meetings

In 2007, there were four ordinary, one constituent, and
four extraordinary Supervisory Board meetings. All
resolutions of the Supervisory Board were made by the
full committee in these meetings. The Supervisory Board
discussed the following topics and, where necessary,
adopted resolutions:

At our February 15, 2007, meeting, we discussed the
2006 fourth quarter and full-year results, business over
the year, and implementation of the Company's strategy
in 2006. We also received and discussed a report on the
strategy for 2007 from the Executive Board and agreed

to the planning for 2007 presented by the Executive
Board, particularly the capital expenditure budget and cash
plan. After an in-depth discussion, the Supervisory Board
consented to the maximum total budget for awarding
virtual stock options under the new SAP Stock Option
Plan (SOP) 2007 and for awarding stock appreciation
rights (STARs). It also consented to the appointment of a
corporate officer of the SAP Group and approved a legal
transaction between SAP AG and a Supervisory Board
member. The meeting received annual reports from the
corporate governance officer and the compliance officer.
The reports did not identify any breaches of the applicable
rules or any special occurrences, We also received a sum-
mary from the Executive Board of the equity investments
made in 2006. The Compensation Committee, Finance
and Investment Committee, Technology Committee, and




Audit Committee reported on topics discussed at their
recent meetings. The Technology Committee's report
dealt with medium-term product planning and the latest
technological developments. Foltowing the Compensation
Committee's report and at its recommendation, the Super-
visory Board decided to extend Henning Kagermann's
term as CEQ of SAP AG from January 1, 2008, through
May 31, 2009. This extension is in line with the usual
practice of the Supervisory Board when extending the
term of office of Executive Board members over the age of
60, which is to only grant an extension of approximately
one year.

At its March 21, 2007, meeting. the Supervisory Board
focused on the documents concerning the 2006 financial
statements, the audit conducted by KPMG Deutsche
Treuhand-Gesellschaft Aktiengesellschaft Wirtschafts-
prifungsgesellschaft (KPMG), and the Executive Board's
proposed resclution on the appropriation of retained
earnings for 2006. The Audit Committee reported, among
other things, on the form and scope of its examination

of the documents concerning the financial statements and
recommended that the Supervisory Board approve them.
The auditor attended the meeting and reported in detail on
the results of its audit. The auditor then discussed the
results with the Supervisory Board and answered its ques-
tions. The Supervisory Board approved the audit. After
the final result of its own audit, the Supervisory Board did
not raise any objections to the financial statements for
2006 and it approved them. We checked and endorsed
the Executive Board's proposal to appropriate retained
earnings. In addition. we passed our proposed resolutions
for the agenda of the May 2007 Annual General Meeting
of Shareholders, which included approving the proposal to
the Meeting concerning the election of an auditor. Also

in relation to the agenda for the May 2007 Annual General

Meeting of Shareholders, the shareholder representatives
on the Supervisory Board voted on the proposed candi-
dates for election as shareholder representatives on the
Supervisory Board. A further item on the agenda at this
meeting was a report on business in the first quarter

of 2007. The Supervisory Board approved various legal
transactions between SAP and individual Executive and
Supervisory Board members. The General Committee,
Compensation Committee, Technology Committee, and
Finance and Investment Committee gave reports on their
recent committee meetings.

In our extraordinary meeting on March 28, 2007, we dealt
with personnel changes on the Executive Board. The
chairperson of the Supervisory Board explained the wish
of Executive Board member Shai Agassi to leave the com-
pany by mutual agreement. The Supervisory Board con-
sented to this and asked the Compensation Committee to
negotiate and conclude a termination agreement with
Shai Agassi. The Supervisory Board then decided to
appoint Léo Apotheker as deputy CEQO. The Supervisory
Board also approved the appointment of a corporate
officer of the SAP Group.
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Qur extraordinary meeting on May 4, 2007, focused on
the acquisition of OutlookSoft Corporation of Stamford,
Connecticut, United States. The Executive Board presented
the planned transaction to the Supervisory Board for ap-
proval. As preparation for the resolution, the Finance and
Investment Committee reported on its meeting of May 3,
2007, at which it had concentrated on the possible acqui-
sition of CutlookSoft and come to a positive conclusion.
We discussed the technological and financial aspects of
the acquisition in detail with the Executive Board. The
Supervisory Board then approved the acquisition of the
company.

At the close of the Annual General Meeting of Shareholders
on May 10, 2007, the term of office of all Supervisory
Board members then in office ended. Therefore, the Annual
General Meeting of Shareholders elected eight share-
holder representatives. The regular election of the eight
employee representatives on the Supervisory Board had
taken place previously in April 2007. Immediately after

the Annual General Meeting of Shareholders, the newly
elected Supervisory Board held its constituent session
and elected Hasso Plattner as its chairperson and Lars
Lamadé as his deputy. The Supervisory Board also ap-
pointed the members of its individual committees.

At the meeting on July 27, 2007, we mainly discussed
business in the second quarter of 2007, an assessment of
the first half of the year and the forecast for the second
half, and further planning. The Executive Board informed
us about progress in the development of SAP Business
ByDesign and about SAP’s competitive situation in general.
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Furthermore, the Supervisory Board approved the founda-
tion of two new companies in Saudi Arabia and one in
Dubai to take over the software licensing and maintenance
business of previous partner SAP Arabia, including the
conditions of the acquisition, which the Executive Board
explained. The Executive Board also reported to us on the
status of the lawsuit filed by Oracle against SAP AG and
its subsidiary TomorrowNow. The Finance and Investment
Committee, Audit Committee, Technology Committee,
and Compensation Committee reported on the work at
their last committee meetings.

At two extraordinary meetings on September 27, 2007,
and October 7, 2007, the Supervisory Board thoroughly
discussed the preparation and structure of SAP's tender
offer to the shareholders of Business Objects S.A. In

the September 27, 2007, meeting, the Executive Board
provided extensive information about the main reasons
behind the planned acquisition and about its financing. It
also talked in detail about Business Object S.A's rating in
relation to the planned transaction, the integration strate-
ay. possible synergy effects, and the risks of the acquisi-
tion. Afterwards, the Supervisory Board authorized the
Executive Board to enter into negotiations on the conclu-
sion of a tender offer agreement with Business Objects
S.A. It also authorized the Finance and Investment Com-
mittee to approve a purchase price range for the Business
Objects shares to enable the Executive Board to negotiate
with the management of Business Objects S.A. on the
basis of a specific purchase price indication. In the Octo-
ber 7, 2007, meeting, the Executive Board provided us
with detailed information about the progress and outcome
of the negotiations that had been held in the meantime and
about the structure of the tender offer’s financing. More-
over, it explained the individual legal steps and the condi-
tions of the tender offer. After an in-depth discussion, the
Supervisory Board consented to the conclusion of the




tender offer agreement with Business Objects S.A. and
the conclusion of financing contracts at the conditions
presented by the Executive Board.

The topics covered at the Supervisory Board meeting on
October 26, 2007, were business in the third quarter
2007, the forecast for the fourth quarter 2007, and the
forecast for fiscal year 2008. The Executive Board report-
ed to us on SAP's competitive situation, the activities of
the main competitors, and the status of the legal proceed-
ings with Oracle in the United States. We approved an
amendment to the Articles of Incorporation, which was
reguired due to the cancellation of 23 million shares and
the resulting decrease in capital stock from €1,269,040,112
to €1,246,040.112. To implement the new and extended
requirements of the German Corporate Governance Code
("Code"), the Supervisory Board decided to amend the
rules of procedure of the Audit Committee, adding to them
responsibility for monitoring compliance and ensuring the
compliance of the control structures implemented by the
Executive Board. To reflect new recommendations in the
Code, we decided to form a Supervisory Board Nomina-
tion Committee. In addition, the Supervisory Board deter-
mined the independence of Supervisory Board members
and approved the declaration of implementation of the
Code. In relation to this, we agreed to stop updating
SAP's Principles of Corporate Governance because the
continuously evolving Code, together with the increase in
pertinent legislation, has made the maintenance of our
own Principles redundant. The Finance and Investment
Committee, Audit Committee, Compensation Committee,
and Technology Committee reported on the work at their
last committee meetings.

The Work of the Supervisory Board Committees

The work of the Supervisory Board Committees supported
us effectively. The General Committee., Compensation
Committee, Finance and Investment Committee, Audit
Committee, and Technology Committee all convened
regular meetings.

Due to the election of new shareholder representatives
and employee representatives on the Supervisory Board,
there were changes to the committees’ membership. The
Compensation Committee grew from three to five mem-
bers, while the Technology Committee increased from six
to seven members,

The duties of the six-strong General Committee include
coordinating the Supervisory Board's work, dealing with
corporate governance topics. and allocating virtual stock
options to employees under the new SAP SOP 2007.
Its chairperson is Hasso Plattner.

The five-member Compensation Committee, also chaired
by Hasso Plattner, carries out the preparatory work neces-
sary for the personnel decisions made hy the Supervisory
Board, particularly with regard to the compensation -
including share-based compensation - of Executive Board
members and the conclusion of, amendments to, and
termination of their employment contracts.

The Finance and Investment Committee, with four mem-
bers, is responsible for matters related to financing as well
as acquisitions and minority investments. lts chairperson
was August-Wilhelm Scheer in 2007.
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The Audit Committee is responsible for matters relating to
financial reporting and auditing as well as risk manage-
ment. It has four members and is chaired by Erhard
Schipporeit. In line with the new and extended recommen-
dations of the Code, compliance as one of the Audit
Committee's supervisory functions has been added to the
committee’s rules of procedure for the sake of clarity.

The Technology Committee, which has seven members,
regularly reviews the Company's strategy with regard to
the development and deployment of technologies and
software. It advises the Executive Board on technological
and strategic decisions and on planned investments in
research and development. lt also monitors the implemen-
tation of the Company's strategy in terms of its technologi-
cal direction and spending in this area. Hasso Plattner
chairs the committee.

German law requires a Mediation Committee, which is
responsible solely for drawing up personnel proposals

if the required two-thirds majority is not reached when ap-
pointing and dismissing Executive Board members. Thus
far, SAP has not required action from the Mediation
Committee.

A new addition is the Nomination Committee, which the
Supervisory Board decided to form at its meeting on
October 26, 2007. It is composed solely of shareholder
representatives. The Nomination Committee has three
members and is chaired by Hasso Plattner. Its task is to
define the requirements for SAP Supervisory Board mem-
bers and suggest suitable candidates for nomination for
election at the Annual General Meeting of Shareholders.

More information about the Supervisory Board committees,

particularly their members, is available on SAP's Web site at
www.sap.com/about/governance/supervisory.
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During 2007, the committees focused on the following
topics:

s The General Committee decided on the allocation of
virtual stock options to employees under SAP SOP
2007 and the STAR program and on the use of treasury
shares to satisfy conversion and subscription rights
attaching to convertible bonds and stock options respec-
tively that were granted to beneficiaries of employee
stock option plans. It held two meetings in 2007.

a The Compensation Committee held five meetings.
Amaong other matters, it deliberated and decided on
changes to Executive Board compensation, stock aptian
allocations to Executive Board members, and succession
planning. The committee also dealt with the extension
of Henning Kagermann's contract as a member of the
Executive Board and, on behalf of the Supervisory
Board, negotiated the agreement for termination by mu-
tual consent from April 1, 2007, with former Executive
Board member Shai Agassi.

The Finance and Investment Committee held three
meetings. It deliberated and decided on various acquisi-
tions and minority investments. At the May 2007 meet-
ing, the committee focused on the acquisition of Out-
lookSoft and decided to recommend this acquisition

to the Supervisory Board. It assessed the development
of the SAP NetWeaver Fund, which was established

in 2006 to invest in companies operating in the SAP
NetWeaver technology platform field. It dealt with the
reorganization of SAP's business in Arabia with two
companies in Saudi Arabia and one in Dubai created
especially to take over software licensing and related
services. It also approved a purchase price range for
the Business Objects shares and thereby enabled the
Executive Board to negotiate with the management of
Business Objects S.A. on the basis of a specific
purchase price indication.




The Audit Committee met four times. It deliberated on
the SAP AG and consolidated financial statements

and the reviews of SAP AG and SAP Group operations,
and the Form 20-F annual report for fiscal year 2008,
the Executive Board's proposal for the appropriation of
retained earnings, the progress of risk management in
the SAP Group. the examination of the internal control
structure as required by the U.S. Sarbanes-Oxley Act,
section 404, and compliance in the SAP Group. It
discussed the 2006 full-year and quarterly results, the
results of the 2006 audit of the financial statements,
and the auditor's quarterly reviews of software revenue.
Besides these discussions in the committee meetings,
the Executive Board held telephone conferences with
the Audit Committee before the announcement of the
preliminary quarterly results to inform committee mem-
bers about the preparation and auditing of the quarterty
financial reports and about the preliminary quarterly
results. The Audit Committee studied SAP’s progress in
business and the quarterly results regularly throughout
2007. It did work preparatory to the Supervisory Board's
proposal to the 2007 Annual General Meeting of Share-
holders with respect to the election of an auditor and,
with the auditor, decided on the focus areas of the audit.
The committee also determined the auditor's fee and
decided how it would be shared among the subsidiaries
to be audited. The auditor attended all Audit Committee
meetings and reported in depth on its audit work and
quarterly reviews of software revenue.

The Technology Committee held three meetings in
2007. It discussed the key developments in the software
industry in the coming years and SAP's underlying strat-
egy for its product and solution portfolio. It deliberated in
detail on the work of the central software architecture
group and the state of development of the SAP applica-
tions. At one meeting, the committee looked at how the
integration of SAP’s recent acquisitions was progressing.

The regular reports from the committees ensured that
we received comprehensive information about all matters
covered by the committees and were therefore able to
discuss and deliberate on these topics thoroughly.

Corporate Governance

SAP's corporate governance officer monitored, and re-
ported in detail to the Supervisory Board on, adherence o
the recommendations in the Code with which SAP com-
plies and to SAP’'s Principles of Corporate Governance,
which have been discontinued, There were no conflicts of
interests with regard to Supervisory Board members
pursuant to the Code, section 5.5,2. The Supervisory
Board granted its consent to the conclusion of contracts
with Supervisory Board members where its consent was
required. Pricr to the constituent session of the newly
elected Supervisory Board, the Supervisory Board then in
office had held four meetings. although one Supervisory
Board member attended less than half of these meetings.
Moreover, cne of the newly elected Supervisory Board
members, who has been in office since May 10, 2007,
attended less than half of the five meetings of the new
Supervisory Board.

Corporate governance is a process of continuous develop-
ment at SAP. Thus, we examined the new and extended
recommendations and suggestions of the Code that were
announced in June 2007, In the past, SAP has continually
reviewed its Principles of Corporate Governance and,
where necessary, adapted them to changes and additions
to the Code as they were introduced. When we reviewed
our Principles in October 2007, we concluded that the gap
between them and the Code had greatly reduced over
time and that changes to the legislation and current prac-
tice had made provisicns in the Principles obsolete. The
continuously evolving Code, together with the increase in
pertinent legislation, has made the maintenance of our
own Principles redundant. SAP has therefore discontinued
its Principles of Corporate Governance. In the future,
when discussing corporate governance standards, we will
refer to the Code only. Detailed information about com-
pliance with the Code is available in the Executive and
Supervisory Boards' corporate governance report, as
required by section 3.10 of the Code.
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Shareholders’ Legal Proceedings Against
AGM Resolutions

Shareholders brought legal proceedings against individual
resolutions of the Annual General Meeting of Shareholders
on May 9, 2006. As well as the increase in subscribed
capital from corporate resources, they challenged the re-
solutions formally approving the acts of the Executive and
Supervisory Boards, the change to Supervisory Board
compensation, the powers to acquire and use treasury
shares, and the powers to use equity derivatives to repur-
chase shares. The increase in subscribed capitaf from
corporate resources and further changes to the Articles of
Incorporation approved by the Annual General Meeting of
Shareholders on May 9, 2006, were entered in the com-
mercial register on December 15, 2006, after the court
granted an interim release, and thus became effective. The
Heidelberg district court had already ruled against the
main actions at the first instance. The plaintiffs then filed
an appeal against the ruling with the regional appellate
court in Karlsruhe, which means the main actions have not
yet ended. Both the Supervisory and Executive Boards
see no reason for nullifying or challenging the resolutions
of the Annual General Meeting of Shareholders and are
therefore jointly defending them.
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Financial Statements and Reviews of Operations

KPMG again audited the SAP AG and consolidated
accounts in 2007. The Annual General Meeting of Share-
holders on May 10, 2007, elected that firm as the SAP AG
and SAP Group auditor. Before proposing KPMG to the
Annual General Meeting of Shareholders as auditor for the
year, the chairperson of the Supervisory Board and the
Audit Committee had obtained confirmation from the firm
that circumstances did not exist that might prejudice its
independence as the auditor.

KPMG examined the SAP AG financial statements pre-
pared in accordance with the German Commercial Code,
the SAP AG review of operations, the consolidated finan-
cial statements prepared in accordance with International
Financial Reporting Standards (IFRS) as required by the
German Commercial Code, section 315a, the consolidated
financial statements voluntarily prepared in accordance
with U.S. GAAP, and the reviews of SAP Group opera-
tions based on these consolidated financial statements,
comparing them with the records on which they were
based, and certified them without qualification. The auditor
thus confirmed that, in its opinion based on the findings

of the audit, the SAP AG and consolidated financial
statements, in accordance with the applicable accounting
regulations, accurately present SAP AG's and the SAP
Group's assets, finances, and income.

All Audit Committee and Supervisory Board members re-
ceived the documents concerning the financial statements
mentioned above, the audit reports prepared by KPMG,
and the Executive Board's proposal for the appropriation
of retained earnings in good time.




Taking KPMG's audit reports into account, the Audit
Committee and Supervisory Board audited the documents
concerning the financial statements themselves after the
Executive Board had explained them. The auditor attended
the meeting of the Audit Committee on April 1, 2008, and
the audit meeting of the full Supervisory Board on April 2,
2008. and reported on the audit and the results of the
audit in detail. During the discussion with the auditor, both
the Audit Committee and the Supervisory Board asked
detailed questions about the form, scope, and results of
the audit. Furthermore, the Audit Committee reported to
the Supervisory Board on its audit of the financial state-
ments, its discussions with the auditor, and its examination
of the internai controt structure. The Audit Committee and
Supervisory Board were able to satisfy themselves that
KPMG had conducted the audit properly. In particular, they
concluded that both the audit reports and the audit itself
fulfilled the legal requirements.

The Supervisory Board approved the audit and, because

it did not raise any objections after the final result of its
audit, gave its consent to the SAP AG financial statements,
the consolidated financial statements, and the reviews of
SAP AG and SAP Group operations. The financial state-
ments and reviews of operations were thus formally adopt-
ed. The Supervisory Board's opinion of the Company and
the Group coincided with that of the Executive Board as
set out in the reviews of SAP AG and SAP Group opera-
tions, The Supervisory Board checked the proposal pre-
sented by the Executive Board for the appropriation of
retained earnings, focusing on the stringency of the payout
policy, the effects on liquidity, creditworthiness, and future
financing requirements of SAP AG, as well as taking share-
holders’ interests into account — which included a discus-
sion with the auditor. It then endorsed the Executive
Board's proposal.

Changes on the Supervisory and Executive Boards

At the end of the Annual General Meeting of Shareholders
on May 10, 2007, Christiane Kuntz-Mayr, Barbara
Schennerlein, Bernhard Koller, Klaus Tschira, and Dieter
Spdri stepped down from the Supervisory Board. Thomas
Bamberger, Panagiotis Bissiritsas, Peter Koop, Joachim
Milberg, and Klaus Wucherer were elected to the Super-
visory Board for the first time, joining existing Supervisory
Board members who had been reelected. With effect
from April 1, 2007, Shai Agassi left the Executive Board.
Following the successful acquisition of Business Objects
S.A., its chief executive officer John Schwarz was
appointed to the SAP AG Executive Board. effective
March 1, 2008.

Supervisory Board member August-Wilhelm Scheer, who
was a member of our Company's first Supervisory Board,
stepped down from the Supervisory Board with effect
from April 3, 2008. The Supervisory Board would like to
thank August-Wilhelm Scheer for his many years of work
on the Supervisory Board and for his valuable contributions
to our business and product strategies. At its meeting on
April 2, 2008, the Supervisory Board resolved to propose
to the Annual General Meeting of Shareholders that
Bernard Liautaud, the founder of Business Objects 5.A.,
be elected to the Supervisory Board as August-Wilhetm
Scheer's successor.

Léo Apotheker, previously deputy CEO of SAP AG, was
appointed as co-CEQO alongside Henning Kagermann,
effective April 2, 2008.

The Supervisory Board thanks the Executive Board,

the managers of the group companies, and all employees
for their strong commitment and their work in 2007,

We would also like to thank our customers and partners,
who contributed significantly to our Company's success
as well.

Uihe—

Prof. Dr. h.c. Plattner
for the Supervisory Board
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COPENSETION RERPORT

This compensation report outlines the criteria that we apply to determine
compensation for Executive Board and Supervisory Board members, dis-
closes the amount of compensation paid, and describes the compensation
packages. It also contains information about Executive Board members’
share-based compensation plans, shares held by Executive Board and
Supervisory Board members, and the directors’ dealings required to be
disclosed in accordance with the German Securities Trading Act.

Compensation for Executive Board Members

Compensation Package

The Executive Board members' compensation package is
defined by the Compensation Committee, a committee of
the Supervisory Board chaired by Hasso Plattner (chair-
person of the Supervisory Board). lts other members are
Panagiotis Bissiritsas, Wilhelm Haarmann, Gerhard Maier,
and Joachim Milberg.

Executive Board members’ compensation is intended to
reflect the Group's size and global presence as well as our
economic and financial standing. The level is internationally
competitive to reward committed, successful work in a
dynamic environment.

The compensation of the Executive Board as a body is
performance-based. It has three elements: a fixed element
(salary), a performance-related element (directors’ profit-
sharing), and a long-term incentive element (share-based
compensation).

A compensation target is set for the total of fixed and per-
formance-related elements. We review the compensation
target every year in the light of our business and directors’
compensation at comparable companies on the interna-
tional stage. Every year, the Compensation Committee sets
the target performance-related compensation, reflecting
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the relevant values in SAP's budget for that year. The
number of virtual stock options issued in 2007 to each
individual member of the Executive Board by way of share-
based compensation was decided by the Compensation
Committee at its meeting on March 21, 2007, and reflected
the fair value of the options.

The following criteria apply to the elements of Executive

Board compensation for 2007:

e The fixed element is paid as a monthly salary.

& The amount of performance-related compensation to
be paid out in respect of 2007 depends on the SAP
Group's achievement of its targets “operating income
based on U.S. GAAP," on software and software-related
revenue growth at constant currencies, and on the oper-
ating margin according to U.S. GAAP. On February 12,
2008, the Supervisory Board's Compensation Commit-
tee assessed SAP’s performance against the agreed
targets and determined how much performance-related
compensation was payable. The payment will be made
after the Annual General Meeting of Shareholders in
June 2008,

u The regular form of share-based compensation is the is-
sue of virtual stock options under the terms of the 2007
stock option plan (SAP SOP 2007). The terms and
details of SAP SOP 2007 are reported in Note 27 in the
Notes to Consolidated Financial Statements section.

*) This compensation report is part of the audited Review of SAP Group Operations
and of the Corporate Governance Report,




In 2006, Executive Board members received additional
nenrecurring, share-based compensation in the form of
stock appreciation rights (STARs) awarded under the
Incentive Plan 2010, a share-based compensation plan. In
2007, no such nonrecurring compensation was awarded,

Amount of Compensation
Executive Board members' compensation was as follows
in fiscal year 2007:

€(000) Regular
Performance- Long-Term
Related Incentive
Fixed Elements Element Elements
Share-Based
Directors' | Compensation
Profit- (SAP
Salary Other? Sharing | SOP 20073 Total
Prof. Dr. Henning Kagermann
{CEQ) 728.5 16.0 4219.7 9491 59133
Shai Agassi {member until March 31, 2007)9 161.3 31 446.84 - 611.2
Léo Apotheker 485.6 59.0 2.813.1 632.7 3.990.4
Dr. Werner Brandt 443 .4 413 2.568.5 5177 36309
Prof. Dr. Claus E. Heinrich 443 .4 20.2 2.568.5 577.7 3.609.8
Gerhard Cswald 443.4 14.8 2.568.5 571.7 3.604.4
Dr. Peter Zencke 443 .4 28.0 2,568.5 571.7 36176
3.149.0 182.4 17,753.6 3.892.6 24,9716
" Insurance contniations, benefits in kind. exp for mai of two due 1o work abroad, compensation from seats on other governing bodies m the SAP Group
# Fair value at the time of allocation,
¥ The portion of the directors” profit-shenng for January through March 2007 was calculated on the basis of the actual directors’ peofit-sharing pad in 2006
4 Shai Agass left the Executve Board on March 31, 2007, His emplayment contract with SAP ended on April 30, 2007
Details of the benefits paid due to early contract termination are set aut in the End-of-Service Undertakings section.
The values for regular share-based compensation in
the table above result from the following allocations of
SAP SOP 2007 virtual stock options granted in 2007.
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The following table shows the total Executive Board
Compensation including the SAP SOP 2002 stock options

granted in 2006 and the STARs granted under the
Incentive Plan 2010,

€(000} Regular Nonrecurring
Performance- Long-Term Long-Term
Related Incentive Incentive
Fixed Elements Element Elements Element
Share-Based Share-Based
Directors’ | Compensation Total Before | Compensation
Profit- {SAP | Nonrecurring {Incentive
Salary Other!! Sharing| SOP 2002)? Element| Ptan 2010)® Total
Praf. Dr. Henning Kagermann
{CEQ) 710.7 17.0 2,673.7 949.0 4,350.4 4,680.1 9.030.5
Shai Agassi 474.4 59.5 1,782.5 632.7 29491 3,120.1 6,069.2
Léc Apotheker 473.8 0.3 1,782.5 632.7 2,889.3 3,120.1 6,009.4
Dr. Werner Brandt 432.6 41.3 1.627.5 577.7 267941 1,560.0 4,239.1
Prof. Dr. Claus E. Heinrich 432.6 200 16275 577.7 2.657.8 1,560.0 4,217.8
Gerhard Cswald 4326 14.8 1,627.5 5717 26526 1,560.0 42126
Dr. Peter Zencke 4326 217 1,627.5 577.7 2.665.5 1.560.0 42255
20,843.8 38,004.1
1 tnsurance contributions. benefits in kind. compensation from seats on ather governing bodies in the SAP Group.
# Fair vahue at the time of allocation.
Regular Share-Based Compensation Under SAP SOP
2007
Fair Value of | Total Fair Value of Long-Term |  Fair Value of
Right at Time Incentive Elements Right on | Total Value on
Quantity of Grant at Time of Grant | Dec. 31, 2007 | Dec. 31, 2007
€ €(000) € €1000)
Prof. Dr. Henning Kagermann
{CEQ) 118.637 8.00 9491 853 1.012.0
Shai Agassi - - 0
Léo Apotheker 79,093 8.00 632.7 8.53 674.7
Dr. Werner Brandt 72,216 8.00 577.7 8.53 616.0
Prof. Dr. Claus E. Heinrich 72,216 8.00 577.7 8.53 616.0
Gerhard Ogwald 72,216 8.00 577.7 8.53 B16.0
Dr. Peter Zencke 72,218 8.00 5117 8.53 B16.0
486,594 3,892.6 4,150.7
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Regular Share-Based Compensation Under SAP SOP
2002 and Nonrecurring Share-Based Compensation
Under Incentive Plan 2010 in 2006:

Regular Share-Based Compensation Nonrecurring Share-Based Compensation

SAP S0P 2002 Incentive Plan 2010 Total Fair Value of
Fair Value at Fair Value at Leng-Term Incentive
Quantity [ Time of Grant Total Quantity | Time of Grant Total Elements at Time of Grant
€ €(000) € €(000) €{000)

Prof. Dr. Henning Kagermann
{CEQ) 35,851 26.47 949.0 188,182 24.87 4,680.1 5.629.1
Shai Agassi 23,901 26.47 632.7 125,455 24.87 3.120.0 3.752.7
Léo Apotheker 23,901 26.47 632.7 125,455 24.87 31200 3.752.7
Dr. Werrer Brandt 21.823 26 47 5771.7 62,727 24.87 1.560.0 21317
Prof. Dr. Claus E. Heinrich 21,823 26.47 577.7 62,727 24.87 1.560.0 2,137.7
Gerhard Oswald 21.823 26.47 577.7 62,727 24.87 1.560.0 213717
Dr. Peter Zencke 21,823 26.47 577.7 62,727 24.87 1,560.0 2,137.7
170,945 4,525.2 690,000 17,160.1 21,685.3

End-of-Service Undertakings

Retirement Pension Plan

Members of the Executive Board receive a retirement
pension when they reach the retirement age of 60 and va-
cate their Executive Board seat or a disability pension if,
before reaching the regular retirement age, they become
subject to occupational disability or permanent incapacity.
A surviving dependent’s pension is paid on the death of

a former member of the Executive Board. The disability
pension is 100% of the vested retirement pension entitle-
ment and is payable until but not after the beneficiary's
60th birthday. The surviving dependent’s pension is 60%
of the retirement pension or vested disability pension
entitlement at death. Entitlements are enforceable against
SAP AG.

The benefit payable has been agreed with the active
Executive Board members. If service is ended prematurely,
pension entitlement is reduced in proportion as the
actual length of service stands in relation to the maximum
possible length of service.

On January 1, 2000, SAP AG introduced a contributory
retirement pension plan. At that time, the performance-
based retirement plan was discontinued for Executive
Board members. Entitlements accrued up to December
31, 1999, were unaffected. The benefits are derived from
any accrued entitlements on December 31, 1999, under
performance-based pension agreements and a salary-
linked contribution for the period commencing January 1,
2000. The contribution is 4% of applicable compensation
up to the applicable income threshold plus 14% of appli-
cable compensation above the applicable income thresh-
old. For this purpose, applicable compensation is 90%

of target annual salary. The applicable income threshold
is the statutory annual income threshold for the state
pension plan in Germany (West), as amended from time
to time.
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An exceptional agreement applies to Executive Board
member Léo Apctheker. Léo Apotheker's agreement
provides only for a retirement pension, and the pension
contribution reflects his participation in the French social
security system. Former Executive Board member Shai
Agassi has rights to future benefits under the pension plan
of SAP America Inc. The accrual was significantly reduced
in 2007 because, when Shai Agassi left SAP, the rights

to future benefits were paid out as a lump sum using the
legal options available in the United States. Henning
Kagermann's rights to retirement pension benefits will be
increased by further annual contributions because he

has remained a member of the Executive Board after his
60th birthday.

The following table shows the change in total projected
benefit obligation (PBO) and in the total accruals for
pension obligations to Executive Board members:

€(000) Prof. Dr.
Henning Prof. Dr.
Kagermann Shai Léo Dr. Werner Claus E. Garhard Dr. Peter
(CEO) Agassi Apotheker Brandt Heinrich Oswald Zencke Tatal
PBO January 1, 2006 55921 172.0 4621 529.4 3.252.4 35258 41275 17.661.3
Less plan assets market value
January 1, 2006 3.952 4 1136 579.1 3138 15123 1,732.5 2559.7 10.763.4
Accrued January 1, 2006 1,639.7 58.4 -111.0 215.6 1,740.1 1,793.3 1.567.8 6,897.9
PBO change in 2006 - 2574 184.8 - 16.7 532 - 237 -2415 - 2518 - 7556
Plan assets change in 2006 630.1 132.8 243 94.4 251.1 28286 387.3 1.8026
PBO December 31, 2006 5,334.7 356.8 445 .4 593.3 30153 32843 38759 16.905.7
Less plan assets market value
December 31, 2006 4,582.5 245 4 603.4 408.2 1,762.4 2,015.1 29470 12,566.0
[\Accrued December 31, 2006 752.2 110.4 - 158.0 185.1 1,251.9 1,269.2 928.9 4,339.7
PBO change in 2007 530.5 -32049 -229 20.4 -284.4 - 2695 -228.4 - B75.2
Plan assets change in 2007 645.5 -189.0 270 102.5 265.3 3041.3 407.9 1.550.5
PBO December 31, 2007 5.865.2 359 4225 613.7 2.7309 30148 36475 16,330.5
Less plan assets market value
December 31, 2007 5.228.0 47.4 630.4 5107 2.028.7 2,316.4 3.354.9 14,116.5
[Accrued December 31, 2007 637.2 =115 -~207.9 103.0 702.2 $98.4 2026 2,214.0
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The following table shows the annual pension entitlement
of each member of the Executive Board on reaching age
60 based on entitlements from performance-based and
salary-linked plans vested on December 31, 2007:

€(000) Vested on| Vested on
Dec. 31, Dec. 31,

2007 2006

Prof. Dr. Henning Kagermann (CEQ} jza.m 2898
Shai Agassi 13.2 135
Léo Apotheker 45.5 45.5
Dr. Werner Brandt 41.0 34.4
Prof. Dr. Claus E. Heinrich 175.2 165.5
Gerhard Oswald 192.8 1846
Dr. Peter Zencke 216.9 207.2

" Due 1o the extension of Henning Kagermann's cantract beyond his 60th birthday, this value represents
the retirement pensicn entitlement that he would receive after his current Exacutive Board contract
expires on May 31, 2008, based on the entitiements vested an December 31, 2007,

These are vested entitlements. To the extent that mem-
bers continue to serve on the Executive Board and that
therefore more contributions are made for them in the
future, pension actually payable at age 60 will be more
than shown in the table,

In 2007, pension benefits of £743,000 were paid to
former Executive Board members (2006: €725,000).
On December 31, 2007, the projected benefit obligation
for former Executive Board members was €11,587.000
(2006: €12.541.000).

Early Termination

The standard contract for all Executive Board members
since January 1, 2006, provides that on termination before
full term, SAP AG will pay to the member the outstanding
part of the compensation target for the entire remainder
of the term, appropriately discounted for early payment.

A member has no claim to that payment if he or she
leaves SAP for reasons for which he or she is responsible.

If an Executive Board member's post on the Executive
Board expires or ceases to exist because of, or as a con-
sequence of, change or restructuring or due to a change
of control. SAP AG and each Executive Board member
has the right to terminate the employment contract within
eight weeks of the occurrence by giving six months’
notice. There is a change of control when a takeover obli-
gation to the shareholders of SAP AG arises under the
German Securities Acquisition and Takeover Act, when
SAP AG merges with another company and becomes

the subsumed entity, or when a control or profit transfer
agreement is concluded with SAP AG as the dependent
company. An Executive Board member’s contract can also
be terminated hefore full term if his or her appointment
as an SAP AG Executive Board member is revoked in
connection with a change of control.

During the continuance of a 12-month postcontractual
noncompete period, an Executive Board member is paid
abstention compensation corresponding to 50% of his
or her final average contractual compensation. SAP can
deduct the abstention compensation from any other
amount it owes the member such as a pension.

Payments of €3,910,400 were agreed for Shai Agassi in
relation to the ending of his contract with SAP on April 30,
2007, in accordance with the above agreements on pay-
ments made for early termination and the postcontractual
noncompete period. Abstention compensation paid for
the postcontractual noncompete period was not deducted
from the pension amounts payable by SAP.

SAP Annual Report 2007 - Transparency and Integrity 061

B




Long-Term Incentives for the Executive Board

Members of the Executive Board hold virtual stock
options under SAP SOP 2007, STARs under the Incentive
Plan 2010, stock options under SAP SOP 2002, and stock
options and convertible bonds under the LTI Plan 2000
that were granted to them in previous years. The terms
and details of these plans are reported in Note 27 in the
Notes to Consolidated Financial Statements section,

SAP SOP 2007

The table below shows Executive Board members’ hold-
ings, on December 31, 2007, of virtual stock options
issued under the SAP SOP 2007 plan since its inception.

The exercise price for an option is 110% of the base price.
The base price is the average closing price of one SAP
share in the Frankfurt stock exchange Xetra trading sys-
tem over the 20 consecutive business days immediately
starting the day after the announcement of the Company’s
preliminary annual results. The premium of 10%, which is
payable in addition to the base price, serves the purpose
of rendering the exercise of the option economically
reasonable only after the stock exchange price of the SAP
share has risen by at least 10% as compared with the
price used to determine the base price. The issued op-
tions have a term of five years and can only be exercised
on specified dates after the two-year vesting period.
Therefore, none of the options held could be exercised

on December 31, 2007.
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SAP SOP 2007 Stock Options

Fair Value | Fair Value

Holding on of Unitat| of Uniton | Accrual on
Dec. 31, Time of Dec. 31, Dec. 31,
2007 Grant 2007 2007

Quantity
of QOptions € € €(000)

Prof. Or. Henning

Kagermann (CEO) 118.637 8.00 8.53 379.5
Léo Apotheker 79,093 8.00 853 253.0
Dr. Werner Brandt 72,216 8.00 853 231.0
Prof. Dr. Claus E. Heirwich 12,216 8.00 853 231.0
Gerhard Oswald 72,216 8.00 853 231.0
Dr. Peter Zencke 72,216 8.00 853 231.0
486,594 1,556.5

Incentive Plan 2010
The additional nonrecurring share-based compensation
awarded in 2006 comprises STARs for the Incentive Plan
2010 share-based compensation plan. The plan is a non-
recurring incentive with a term of up to five years, intended
to give more encouragement than previously for innovation
and to ensure the Executive Board actions remain focused
on a long-term goal. The Incentive Plan 2010 is a share-
based compensaticn plan intended to reward a substantial
increase in our market capitalization. The Executive Board
will qualify for payout under the plan only if, not later than
the end of 2010, SAP's average market capitalization
during the last six months of a year is not less than 50%
greater than its average value between July 1 and Decem-
ber 31, 2005, and SAP stock outperforms the GSTI Soft-
ware Index over the same pericd. Payouts are scaled as
follows: |
o If market capitalization does not increase by 50% or
more, the Executive Board will not receive a payout.

a If market capitalization increases by more than 50% but
less than 100%, target achievement will be measured
progressively.

w If SAP’'s market capitalization increases not less than
twofold during the said period, the Executive Board will
receive a payout of €100 million.




The STARs awarded to Executive Board members under
this plan expire on December 31, 2010. If the target 100%
increase in market capitalization is reached at an earlier
date, while at the same time the stock is outperforming
the GSTI Software Index, the plan ends at that earlier
date. All payouts under the plan are cash; no new SAP
shares will be issued. A beneficiary cannot exercise a
STAR if he or she would take a windfall profit; that is, a
substantial extraordinary unforeseen profit arising out of
circumstances not intended by the Executive Board. All
decisions in this regard or concerning appropriate reduc-
tion of plan payouts are at the sole discretion of the
Compensation Committee of the Supervisory Board. The
terms and details of this plan are reported in Note 27 in
the Notes to Consolidated Financial Statements section.

Nonrecurring Share-Based Compensation: Incentive Plan
2010

Fair Value | Fair Value
Original of Unitat| of Uniton | Accrual on
Quantity Time of Dec. 31, Dec. 31,
Granted Grant 2007 2007
Number
of Rights € € €(o00)
Prof. Dr. Henning
Kagermann (CEQ) 188,182 24.87 B.06 575.3
Shai Agassi 125,455 24.87 8.06 0.0
Léo Apctheker 125,455 24.87 8.06 383.5
Dr Werner Brandt 62,727 24.87 B.06 191.8
Prof. Dr. Claus E. Heinrich 62,727 24.87 B8.06 191.8
Gerhard Oswald 62727 24.87 8.08 191.8
Dr. Peter Zencke 62,727 24.87 8.06 191.8
690,000 1,726.0

" The rights expired in the reporting period.

SAP SOP 2002

The table below shows Executive Board members'
holdings, on December 31, 2007, of stock options issued
under the SAP SOP 2002 plan since its inception.

The exercise prices for SAP SOP 2002 stock options are
110% of the base price of an SAP AG common share.
The base price is the arithmetic mean closing auction price
for SAP stock in the Xetra trading system {or its successor
system) over the five business days immediately before
the issue date of that stock option. The exercise price
must be not less than the closing auction price on the day
before the issue date. As a result of the issuance on
December 21, 2006, of bonus shares at a one-to-three
ratio under a capital increase from corporate funds. upon
exercise each stock option now entitles its beneficiary to
four shares. For better comparability with the price of SAP
stock since implementation of the capital increase, the
following table shows not the number (quantity) of options
but the number (quantity) of shares to which they entitle
the holder. Consequently, the exercise prices shown are
prices per share and not per option. The number of shares
shown in the table is four times the number of options,
and the exercise price for an option is four times the exer-
cise price per share shown in the table.
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Exercise Rights

Price Exercised Price on Holding on
per Share Holding on January 1, 2007 in 2007 | Exercise Day December 31, 2007
Quanity Remaining Quantity Quantity Remaining
€ of Shares | Term in Years of Shares € of Shares | Term in Years
Prof. Dr. Henning Kagermann 22.59 320,000 1.16 320,000 38.7071 - -
(CEC) 37.50 200,000 2.13 : 200,000 1.13
3355 267,820 an B 267,820 2.1
46 .48 143,404% 4.10 - 143,404 3.10
Shai Agassi 22.59 120,000 1.16 120,000 36.805 - -
24.78 120,000 133 120,000 36.805 - -
37.50 112.000 243 - 112,000 1.13
3355 149,980 ER]] - 149,980 133
46.48 95,6047 410 - 95,604 1.32
Léo Apotheker 37.50 112.00C 2.13 - 112,000 1.13
33.55 149,980 an - 142,980 2.1
45.48 95,6042 4.10 - 95,604 3.10
Dr. Werner Brandt 37.50 112.000 213 - 112,000 1.13
33.55 149,980 in - 149,980 2.11
45.48 872024 410 - 87,292 3.10
Prof, Dr, Claus E. Heinrich 22.59 180.000 1.16 180.000 38.70M1 - -
37.50 112,000 213 - 112,000 1.13
33.55 149,980 an - 149,980 21
46.48 B7.2927 4.0 - 87,2092 3.i0
Gerhard Oswald 33.55 149,980 3.1 - 149,980 2.1
46.48 87,2922 4.10 - 87,282 3.0
Dr. Peter Zencke 22.59 180.000 1.16 180.00C 38.7071 - -
37.50 112,000 213 - 112,000 1.13
33.55 149,980 an - 149,980 2.11
46.48 87,2929 4.10 - 87,292 3.10

3,531,480 920,000 2,611,480

1+ Shai Agassi can exercise his outstanding stock options under SAP SOF 2002 within the agreed two-year grace period in accordance wath the applicabie plan terms.

The rights exercised in 2007 were exercised by Sha Agassi after he left the Executive Board.

= These rights could not be exercised on Cecember 31, 2007.

No rights expired or were forfeited in the report year.
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LTI Plan 2000

Beneficiaries under the LTI Plan 2000 could choose
between convertible bonds and stock options. The chief
difference was in the way the exercise or conversion price
was determined. The bond conversion price depends on
the closing price of the SAP share the day before the bond
was issued, while the option exercise price varies with

the performance of SAP stock over time against the GSTI
Software Index.




The table below shows stack options held by members of
the Executive Board on December 31, 2007. granted in

earlier years under the LT} Plan 2000. The exercise prices
for LTI Plan 2000 stock options reflect the prices payable

by an Executive Board member for one SAP common

share upon exercise of the option on December 31, 2007,
Exercise prices vary with the performance of SAP stock
over time against the GSTI Software Index. As a result of
the issuance on December 21, 2006, of bonus shares at a
one-to-three ratio under a capital increase from corporate

funds, upon exercise each stock option now entitles its
beneficiary to four shares. For better comparability with
the price of SAP stock since implementation of the capital
increase, the following table shows not the number
(quantity) of options but the number (quantity) of shares to
which they entitle the holder. Consequently, the exercise
prices shown are prices per share and not per option.

The number of shares shown in the table is four times the
number of options, and the exercise price for an option is
four times the exercise price per share shown in the table.

LTI Plan 2000 Stock Options

Exercise Rights

Price Exercized Price on Holding an
per Share Holding on January 1, 2007 in 2007 | Exercise Day" December 31, 2007
Quantity Remaining Quantity Quantity Remaining
€ of Shares | Term in Years of Shares € of Shares | Term in Years
Prof. Dr. Henning Kagermann 20.09 112,128 314 - - 112,128 2.14
(CEO) 24.41 157,500 414 B - 157,500 3.4
Léo Apotheker 30.16 87.500 5.14 - - a7.500 4.14
Dr. Peter Zencke 20.09 27,924 314 - - 27,924 2.14
24,41 73.700 414 - - 73.700 3.14

458,752 458,752

" In 2007. ro stock optiens under the LTI Plan were exarcised. Therefore, the exercise price s nat gven here because it is variabie and is only calculated on the exercise day

The table below shows convertible bonds held by mem-

bers of the Executive Board on December 31, 2007,

granted in earlier years under the LTI Plan 2000. The exer-
cise prices for LTl Plan 2000 convertible bonds reflect

the prices payable by an Executive Board member for one
SAP common share on conversion of the bond. The exer-
cise prices are fixed and correspond to the quoted price of
one SAP share on the business day immediately preceding
the grant of the convertible bond. As a result of the is-
suance on December 21, 2006, of bonus shares at a one-

to-three ratio under a capital increase from corporate

funds, upon conversion each bond now entitles its benefi-
ciary to four shares. For better comparability with the price
of SAP stock since implementation of the capital increase,

the following table shows not the number {quantity} of
convertible bonds but the number (quantity) of shares to
which they entitle the holder. Conseguently, the exercise
prices shown are prices per share and not per bond.

The number of shares shown in the table is four times the
number of bonds, and the exercise price for a bond is
four times the exercise price per share shown in the table.
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LTI Plan 2000 Convertible Bonds

Exercise Rights
Price Exercised Price on Holding on
per Share Helding on January 1, 2007 in 2007 | Exercise Day December 31, 2007
Quantity Remaining Quantity Quantity Remaining
€ of Shares | Term in Years of Shares € of Shares | Term in Years
Prof. Cr. Henning Kagermann 72.58 89,700 3.14 - 89,700 2.14
(CEC) 47.81 126.000 4.14 - 126,000 3.4
37.88 360.000 5.14 - 360,000 4.14
Léo Apotheker 83.67 95,400 3.19 - 95.400 2.19
47.81 120,000 4.4 - 120.000 3.14
37.88 70,000 5.14 - 70.000 4.14
Dr. Werner Brandt 47.81 20,000 4.14 - 20,000 3.14
37.88 120,000 5.14 - 120.000 414
Prof. Cr. Claus E. Heinrich 72.58 65,700 314 - 65,7100 2.14
47.81 88.000 4.14 - 88.000 3.14
37.88 200,000 5.14 - 200,000 4.14
Gerhard Dswald 72.58 65,700 314 - 65,700 2.14
47.81 88,000 414 - 88.000 3.14
Dr. Peter Zencke 72.58 65,700 3.14 - 65,700 214
47.81 88,000 4.14 - 88.000 3.4
37.88 200,000 5.14 - 200.000 414
1,862,200 1,862,200
Total Expense for Share-Based Compensation Stock Held by Executive Board Members
In 2006 and 2007. total expense for the share-based
compensation plans of Executive Board members was No member of the Executive Board holds more than 1% of
recorded as follows: the common stock of SAP AG. Members of the Executive
Board held a total of 86,515 SAP shares on December 31,
€(000) 2007 2006 2007. On December 31, 2006, members of the Executive
Prof, Dr. Henning Kagermann (CEQ} 1.047.5 1.699.1 Board held a total of 287,384 SAP shares.
Shai Agassi 85.8 1.045.8
Léo Apotheker 690.3 10458|  The table below shows transactions by Executive Board
Dr. Werner Brandt 601.4 gea6| members and persons closely associated with them
Prof. Dr. Claus E. Heirrich 601.4 s68.6| notified to SAP pursuant to the German Securities Trading
Gerhard Oswald 601.4 868.6 Act, section 15a, in 2007:
Dr. Peter Zencke 601.4 868.6
4,220.2 7.265.1
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Transactions in SAP Shares

Transaction Date Transaction Quantity Unit Price

€

Léo Apotheker April 23, 2007 Stock sale 120.000 38.5188
October 19, 2007 Stock purchase 1,000 38.09

Dr. Wemer Brandt February 5, 2007 Stock purchase 2,000 35.58
October 18, 2007 Stock purchase 1,000 38.20

Prof. Dr. Claus E. Heinrich August 15, 2007 Stock sale 180.000 38.7071
Prof. Dr. Henning Kagermann August 15, 2007 Stock sale 292,069 38.7071
August 15. 2007 Stock purchase 27.931 22.5925

Dr, Peter Zencke August 15, 2007 Stock sale 180.000 38.7071

v Shares acqured by exercising SAP SCOP 2002 stock options.

Executive Board: Other Information

We did not grant any compensation advance or credit to,
or enter into any commitment for the benefit of, any mem-
ber of our Executive Board in 2007 or the previous year.

As far as the law permits, SAP AG and SAP AG's affiliated
companies in Germany and elsewhere indemnify and hold
harmless their respective directors and officers against
and from the claims of third parties. To this end, we main-
tain directors’ and officers’ group liability insurance. The
policy is annual and is renewed from year to year. The
insurance covers the personal liability of the insured group
for financial loss caused by its managerial acts and omis-
sions. There is no individual deductible as envisaged in the
German Corporate Governance Code, section 3.8, para-
graph 2. We believe the motivation and responsibility that
the members of the Executive Board and Supervisory
Board bring to their duties would not be improved by such
a deductible element. For this reason, SAP regards a
deductible as unnecessary for the insured group.

Compensation for Supervisory Board Members

Compensation Package

Supervisory Board members' compensation is governed
by our Articles of Incorporation, section 16. Each member
of the Supervisory Board receives, in addition to the
reimbursement of his or her expenditure, compensation
composed of fixed elements and a variable element. The
variable element depends on the dividend paid by SAP

on common shares.

The fixed element is €75,000 for the chairperson, €50,000
for the deputy chairperson, and €37,500 for other mem-
bers. For membership of a Supervisory Board committee,
members receive additional fixed compensation of €2,500
(provided that the relevant committee meets during the
fiscal year} and the chairperson of the committee receives
€5,000. The fixed remuneration element is due for pay-
ment after the end of the fiscal year.

The variable compensation element is €8,000 for the chair-
person, €6,000 for the deputy chairperson, and £€4.000
for the other members of the Supervisory Board for each
€0.01 by which the dividend distributed per share exceeds
€0.25.

However, the aggregate compensation excluding compen-
sation for committee memberships must not exceed
€200.000 for the chairperson, €150.000 for the deputy
chairperson, and €100,000 for other members.
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Any member of the Supervisory Board having served for Amount of Compensation

less than the entire fiscal year receives one-twelfth of Subject to the resolution on the appropriation of retained
their respective remuneration for each month of service earnings by the Annual General Meeting of Shareholders
commenced. This also applies to the higher compensation  on June 3, 2008, the compensation paid to Supervisory
levels for the chairperson and deputy chairperson and Board members in respect of fiscal year 2007 will be as
to the additional compensation for committee chairs and set out in the table below:

memberships.

€(000) 2007 2006
Compensation Compensation
Fixed Variable | for Committee Fixed Variable | for Committee

Compensation | Compensation Work Total | Compensation | Compensation Work Total
Prof. Dr. h.c. mult. Hasso Plattner
(chairperson) 75.0 125.0 15.0 2150 750 1250 15.0 215.0
Lars Lamadé (deputy chairperson
from May 10, 2007) 49.0 80.2 25 131.7 375 625 2.5 102.5
Pekka Ala-Pietila 375 62.5 2.5 1025 37.5 62.5 2.5 1025
Thomas Bamberger
{from May 10, 2007} 25.0 41.7 1.7 68.3 0.0 0.0 0.0 0.0
Panagiotis Bissiritsas
(from May 10, 2007} 25.0 41.7 33 70.0 0.0 0.0 00 0.0
Willi Burbach 37.5 62.5 4.2 104.2 37.5 62.5 25 1025
Helga Classen (deputy chairperson
until May 10, 2007) 45.8 75.0 2.5 123.3 50.0 100.0 25 152.5
Prof. Dr. Wilhelm Haarmann 37.5 62.5 7.5 107.5 375 62.5 75 107.5
Peter Koop (from May 10, 2007} 25.0 417 1.8 68.3 0.0 090 0.0 0.0
Bernhard Koller (until May 10, 2007) 15.6 26.0 1.0 427 375 625 25 102.5
Christiane Kuntz-Mayr
{until May 10, 2007) 15.6 26.0 21 43.8 37.5 625 5.0 105.0
Dr. Gerhard Maier 375 62.5 5.0 105.0 375 62.5 5.0 105.0
Dr. h.¢. Hartmut Mehdorn 315 62.5 0.0 100.0 37.5 62.5 0.0 1000
Prof. Dr-Ing. Dr. h.c. Dr-Ing. E.h.
Joachim Milberg (from May 10, 2007) 25.0 41.7 5.0 .7 0.0 0.0 0eC 0.0
Prof. Dr. Dr. h.c.
August-Wilhelm Scheer 315 62.5 1.5 107.5 315 62.5 75 107.5
Dr. Barbara Schennerlein
(until May 10, 2007} 15.6 26.0 1.0 42.7 375 62.5 25 1025
Dr. Erhard Schippereit 375 625 50 105.0 37.5 62.5 5.0 105.0
Stefan Schulz 378 625 50 105.0 375 62.5 5.0 105.0
Dr. Dieter Spori {until May 10, 2007} 15.6 26.0 1.0 42.7 375 625 2.5 i02.5
Dr. h.c. Klaus Tschira
{until May 10, 2007} 15.6 26.0 1.0 42.7 375 62.5 2.5 102.5
Prof. Dr-Ing. Dr-Ing. E.h.
Klaus Wucherer (from May 10, 2007) 25.0 417 1.7 68.3 0.0 0.0 0.0 0.0

672.9 1,118.8 76.3 1.867.9 650.0 1,100.0 70.0 1.820.0

In addition, we reimburse members of the Supervisory
Board for their incurred expenses and the value-added tax
payable on their compensation.
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Long-Term Incentives for the Supervisory Board

We do not offer members stock options or other share-
based compensation for their Supervisory Board work,
Any stock options or other share-based compensation
received by employee-elected members relate to their
position as SAP employees and not to their work on the
Supervisory Board.

Supervisory Board Members' Shareholdings

Note 20 in the Notes to Consolidated Financial State-
ments section shows the shareholdings of Supervisory
Board members Hasso Plattner (chairperson) and Klaus
Tschira {who left the Supervisory Board in May 2007),
and the companies they control, on December 31, 2007,
iNo other member of the Supervisory Board held more
than 1% of the SAP AG common stock at the end of
2007 or of the previous year. Members of the Super-
visory Board held a total of 128,993,710 SAP shares on
December 31, 2007. On December 31, 2006, members
of the Supervisory Board held a total of 262,623,884
SAP shares,

The table below shows transactions by Supervisory
Board members and persons closely associated with
them notified to SAP pursuant to the German Securities
Trading Act, section 15a, in 2007:

Transactions in SAP Shares

Transaction Date Transaction Quantity Unit Price

€

Peter Koop August 13, 2007 Stock purchase 141 40.234
Dr. Gerhard Maier October 30, 2007 Stock sale 7,600 37.4157
Helga Classen December 10, 2007 Stock sale 7,556 35,7999

Supervisory Board: Other Information

We did not grant any compensation advance or credit to,
or enter into any commitment for the benefit of, any mem-
ber of our Supervisory Board in 2007 or the previous
year.

Hasso Plattner, the chairperson of the Supervisory Board,
entered into a consulting contract with SAP after he
joined the Supervisory Board in May 2003. The contract
does not provide far any compensation. The only cost we
incurred in 2007 under the contract was the reimburse-
ment of expenses.

As far as the law permits, we indemnify Supervisory
Board members against, and hold them harmless from,
claims brought by third parties. To this end, we maintain
directors’ and officers’ group liability insurance. For
more information about this insurance, see the Executive
Board: Other Information section,
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SPRINGING FROM vTlE BLOTKS
[FOR UTE WERT GROVNTR SPRINY
WITH SAP ERP. NIKE IS IN TOP FORM
TO OUTPACE THE COMPETITION

Nike is a global marketer of athletic
footwear, apparel and equipment
and operates in over 160 countries.
Nike is headquartered in Beaverton,
OR, United States, and employs
more than 30,000 people worldwide.
For the fiscal year ending

May 31, 2007, Nike reported record
revenues of USS16.3 billion, a
USS$1.3 billion increase over last
year's earnings.

Nike has been an SAP customer
since 1999,
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As the global leader in the apparel and footwear industry,
Nike orchestrates a dynamic business network of manu-
facturers, logistics providers, and other trading partners
to respond rapidly to ever-shortening fashion cycles

and deliver innovative products te its consumers. To deliver
even higher customer value and achieve its goal of
becoming a US$23 billion sales company by 2011, the
company has recognized the need to adopt a new market
focus and transform its business network to take on

a new role of being - or fostering - a consumer-intimate
retail experience.

The strategic change in market focus emphasizes devel-
oping a systematic and continuous relationship with
consumers via each "category” of sporting activities that
they practice - men's fitness, women's fitness, running,
soccer, foothall, basketball, golf, and others. This strategy
will require flexible, end-to-end business processes within
the company and across the business network to operate
successfully on a global scale.

In order to develap intimacy with its consumers and
meet the demands of accelerating fashion cycles in an
increasingly competitive business environment, Nike

is relying on the SAP Apparel and Footwear application
and SAP's enterprise service-oriented architecture
{enterprise SOA).

www.nike.com




Value Drivers

Strategic Goals

0 Execute with perfection

0 Develop relationship/intimacy with its consumers

0 Build a consumer-driven supply network

O Product innovation and leadership

o Change core processes to enable retail growth

0 Set up infrastructure for US$23+ billion business

O Elevate Nike to a world-class operational
organization

Key Challenges

o Competition is tougher and more diverse
(consolidation. private labels, and others).

0 Consumers demand more and more fashionable
products that last for shorter times. Therefore, Nike
needs to shrink time to market and to find ways to
receive the signals from the market more quickly
regarding new fashions that consumers are buying.

o Continuing escalation of sports marketing costs

o Decreasing effectiveness of key traditional
advertising vehicles

a Overall. Nike needs to increase visibility into their
suppliers” supply chain and manufacturing processes.

Value Realization

Results

0 From 2000 to 2007, SAP has helped Nike to build a
global foundation to position the company for growth.

o The SAP solutions contributed significantly in enabling
Nike to adopt global processes. Consequently, Nike
has seen material improvements in its performance:
cash flow, inventory turns, profitability, and so on.

0 Many of Nike's products, such as athletic footwear,
contain a lot of complexity - a multitude of sizes,
widths, colors, and extras. SAP's solutions help to
manage this complexity.

O The lead time for products has gone from nine months
to six, in some cases to three months.

O Inventory levels have been reduced.

0 Nike's factory order interval time has been cut from
one month to a week in some cases.

SAP Solutions

SAP ERP 6.0

SAP Apparel and Footwear 6.3

SAP Demand Planning

SAP Supply Network Collaboration
SAP NetWeaver Business Intelligence

SAP Custom Development services
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EIVANCIAL INEORMATION

Since 1999, we have prepared consolidated financial statements in
accordance with the accounting principles generally accepted in the
United States (U.S. GAAP). This ensures direct comparability with the
financial statements of our international competitors. In addition to the
many disclosures required under U.S. GAAP, the notes to our statements
contain a great deal of extra detail that we provide voluntarily. The review
of operations meets the requirements of the German Commercial Code
or Handelsgesetzbuch (HGB), but it also contains additional voluntary
information. We are committed to increasing transparency, as the inter-
national financial community rightly demands.
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To the SAP AG, Walldorf

We have audited the consolidated financial statements

| prepared by the SAP AG, Walldorf, comprising the balance
sheet, the income statement, cash flow statement, state-
ment of comprehensive income and the notes to the
consclidated financial statements for the business year
from January 1 to December 31, 2007. The preparation
of the consolidated financial statements in accordance
with Accounting Principles Generally Accepted in the
United States of America {U.S. GAAP) are the responsibility
| of the parent company's management. Our responsibility

! is to express an opinion on the consolidated financial
statements based on our audit. In addition we have been
engaged to express an opinion as to whether the voluntarily
prepared group management report is in agreement with
the group management report of SAP AG, Walldorf, pre-
pared in accordance with § 290 and 8 315 HGB [Handels-
gesetzbuch - ,German Commercial Code "] apart from
appropriate incorporation of US-GAAP financial data.

i We conducted our audit of the consolidated financial state-
{ ments in accordance with § 317 HGB, German generally
accepted standards for the audit of financial statements
promulgated by the Institut der Wirtschaftsprifer (IDW}

as well as in compliance with Auditing Standards Generally
Accepted in the United States of America (U.S. GAAS).
Those standards require that we plan and perform the audit
such that misstatements materially affecting the presen-
tation of the net assets, financial position and results of
operations in the consolidated financial statements in
accordance with U.S. GAAP are detected with reasonable
assurance. Knowledge of the business activities and the
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INOEPENDENT AUDITOR'S REPCRT

economic and legal environment of the Group and
expeclations as to possible misstatements are taken into
account in the determination of audit procedures. The
effectiveness of the accounting-related internal control
system and the evidence supporting the disclosures in the
consolidated financial statements and the group manage-
ment report are examined primarily on a test basis within
the framework of the audit. The audit includes assessing
the annual financial statements of those entities included
in consolidation, the determination of entities to be includ-
ed in consolidation, the accounting and consolidation
principles used and significant estimates made by manage-
ment, as well as evaluating the overall presentation of

the consolidated financial statements. We believe that our
audit provides a reasonable basis for our opinion.

QOur audit has not led to any reservations.

In our opinion, based on the findings of our audit, the
consolidated financial statements comply with U.S. GAAP
and give a true and fair view of the net assets, financial
position and resuits of operations of the Group in accor-
dance with these requirements. The voluntarily prepared
group management report is consistent with the consoli-
dated financial statements prepared in accordance with
U.S. GAAP and is, apart from appropriate incorporation
of U.S. GAAP financial data, in agreement with the group
management report of SAP AG prepared in accordance
with & 290 and § 315 HGB. on which we have issued

an unqualified statutory audit opinion. Based on this the
group management report as a whole provides a suitable
view of the Group's position and suitably presents the
opportunities and risks of future development.
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REVIERT OF SR EROUP ORPERATIONSS2)

General Information

The SAP Group of Companies

Founded in 1972, SAP is today one of the leading inter-
national providers of business software and, based on
market capitalization, it is the world's third-largest independ-
ent software manufacturer. We have more than 46,100
customers in over 120 countries and employ more than
43,800 people at sales and development locations in more
than 80 countries in the Europe, Middle East, and Africa
{EMEA), Americas, and Asia Pacific Japan regions. SAP is
headquartered in Walldorf, Germany.

Selling software licences for SAP solutions created by

more than 12,000 developers all over the world is the

core of our business. With these solutions, companies can

design efficient, flexible business processes and make

sustainable improvements to value creation. In 2007, our

solution portfolio featured the SAP NetWeaver technology

platform as well as the following key software applications:

= SAP Business Suite applications, which help large com-
panies and interational corporations improve business
operations ranging from supplier relationships to produc-
tion to warehouse management, sales, and all adminis-
trative functions, through to customer relationships

» Industry solutions for large companies and international
corporations in more than 25 specific industries, for
example discrete manufacturing, process industries,
financial services, consumer products, retail, and the
public, services, and utilities sectors

= SAP Business All-in-One solutions, our new SAP
Business ByDesign solution, and the SAP Business One
application, which address the needs of small businesses
and midsize companies

= Solutions for business users, who need software to help
them rapidly make strategic decisions - and relieve them
of administrative tasks

In addition, we offer consulting. maintenance, and training
services tailored for our software solutions. We develop
and market our products in close cooperation with busi-
ness partners.

" Pigtures and graphs are included for illustrative purposes only and are not part of the audited
Review of SAP Group Operations.
2 In this Review of SAP Group Operations, eamings per share reflects the issuance in 2006,
under a capital increase from cerpeorate funds, of three bonus shares for every share already held.
{See Note 23 in the Notes to the Consoldated Financial Statements section.) The figures for 2005 have
been adjusted accordingly.

Our financial reporting divides our activities into three
segments: product, consulting, and training. For more
information about the segments, see Note 28 in the
Notes to Consolidated Financial Statements section.

Forward-Looking Statements

This report contains forward-looking statements that are
based on our beliefs and agsumptions made using infor-
mation currently available to us. Any statements contained
in this report that are not historical facts are forward-look-
ing statements as defined in the U.S. Private Securities
Litigation Reform Act of 1995. We have based these for-
ward-looking statements on our current expectations and
refated projections we make about future conditions and
events, including but not limited to economic conditions in
general and trends in our business; cur ability to attract
and retain persennel: competition in the software industry;
our implementation of business strategy: the development
and introduction of new services and products; freedom
to use intellectual property; regulatory and pelitical condi-
tions; our adaptation to technalogical developments; the
acceptance by the market of our services and products;
terrorist attacks or other acts of violence or war: our inte-
gration of newly acquired businesses: our meeting cus-
tomers’ requirements; and other risks and uncertainties,
some of which we describe in the Risk Factors and Risk
Management section. The words "anticipate,” "believe,”
“continue,” “counting on,” "is confident,” “estimate,”
"expect.” “forecast,” "guidance,” "intend.” "may," "out-
look,” “plan,” “project,” "predict,” "seek to,” “should,”
“strategy,” “want,” "will,” "would,” and similar expressions
as they relate to us are intended to identify such forward-
locking statements. Such statements reflect our current
views and assumptions and all forward-looking statements
are subject to various risks and uncertainties that could
cause actual results to differ materially from those state-
ments. The factors that could affect our future financial
results are discussed more fully in our filings with the U.S.
Securities and Exchange Commission (SECY}, including
among others our Annual Report on Form 20-F for fiscal
year 2006 and our Annual Report on Form 20-F for fiscal
year 2007, which will be filed with the SEC before June
30, 2008. Readers are cautioned not to place undue re-
liance on these forward-looking statements, which speak
only as of the date of this annual report. We undertake no
obligation to publicly update or revise any forward-looking
statements as a result of new informatian, future events,
or otherwise.
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Managing for Value

We use performance measures that help manage our
primary aim, the sustained growth of corporate value, and
the ancillary goal of profitable revenue growth. We use
different value measures for operating and non-operating
income, and at the Group level we use an overarching
performance measure. All of the key numbers we used to
measure our performance in 2007 were based on U.S.
GAAP accounting.

The key measures we use to manage our operational busi-
ness are growth of software and software-related service
revenue, the software revenue growth that underlies it,
and the operating margin. The target values are tuned to
each other for profitable growth.

= Software revenue growth is the key revenue growth
driver because it tends to stimulate our other revenue
streams. The chief source of software revenue is

the one-time fees customers pay for software licenses.
Generally, customers that buy software licenses also
enter into maintenance contracts and these generate
recurring software-related service revenue after the soft-
ware sale. Maintenance contracts cover support services,
regular software maintenance, and other unspecified
software updates and enhancements. We also generate
software-related service revenue when we provide soft-
ware on subscription or hosting terms. Software revenue
stimulates service revenue from consulting and training
sales.

Ancther measure we use is operating margin, which
measures our overall operaticnal process efficiency and
the performance of our core business (software licens-
es. maintenance, and other software-related service
revenue). Operating margin is the ratio of our operating
income to total revenue, expressed as a percentage.

To address more opportunities in new, untapped mid-
market segments, over eight quarters starting with the
first quarter of 2007 we are investing an additional €300
million to €400 miltion {(approximately) to build a business
around the SAP Business ByDesign solution. To show
how much of our operating margin we are reinvesting in
future growth, we report every quarter on when and how
much of this investment has been made.
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We also use performance measures - chiefly net financial
income/expense and the effective Group tax rate - to
manage non-operating items:

» Financial income provides insight especially into the re-
turn on liquid assets and capital investments. To manage
financial income, we focus on cash flow, the composition
of our liquid asset and capital investment portfolio, and
the average rate of interest at which assets are invested.
Another aspect is management of working capital by re-
ducing the days’ sales outstanding for receivables.

» The effective Group tax rate is the ratio of income taxes
(in accordance with U.S. GAAP) to income from con-
tinuing operations before income taxes and minority in-
terests, expressed as a percentage.

Earnings per share (EPS) from continuing operations is a
measure of the overall performance of the Group, be-
cause it catches all operating and non-operating elements
of income. It represents the portion of consolidated net
income from continuing operations allocable to each SAP
share outstanding (using the weighted average number of
shares outstanding over the reporting period). EPS from
continuing operations is influenced not only by our operat-
ing and non-operating business but also by the weighted
average number of shares outstanding. We see buying
back stock as another good way (in addition to distributing
a dividend) of returning value to shareholders, so we
repurchase SAP stock for treasury pursuant to powers
granted by the shareholders at their meetings.

Our holistic view of the performance measures described
above and our associated analyses together make up

the information base we use for value-based management.
We use planning and control processes to manage the
compilation of these key measures and their availability to
the decision makers.




Our long-term strategic plans are the starting point for
planning and controlling processes, including creating a
multiyear plan. We identify future growth and profitability
drivers at a highly aggregated level. The process is intend-
ed to identify the best areas in which to target sustained
investment. The next step is to distill multiyear plans for
areas of development and for customer-facing and support
functions, and to break them down by sales region. We
allocate resources to achieve targets we derive from de-
tailed annual plans. We also use quarterly forecasting
processes, which we can adapt ad hoc, to quantify suc-
cess in realizing strategic revenue and income goals and
to identify any deviations from plan. We closely monitor
the concerned units in the Group to analyze such develop-
ments and define any appropriate actions.

The entire network of planning, control, and reporting
processes is implemented in integrated planning and infor-
mation systems across all organizational units so that we
can conduct the evaluations and analyses needed to make
informed decisions. For example, we can precisely analyze
differences in profitability between subsidiaries or investi-
gate the impact of revenue growth on income.

Non-U.S. GAAP Financial Measures

This review of our 2007 operations discusses certain ad-
justed financial measures, namely cash earnings according
to DVFA/SG, free cash flow, and constant currency period-
over-period changes in financial measures, that are not
prepared in accordance with the accounting principles
generally accepted in the United States (U.S. GAAP). In
addition, the outlook guidance information for 2008 dis-
cusses further adjusted financial measures. These include
non-U.S. GAAP revenue, non-U.S. GAAP operating in-
come, and non-U.5. GAAP operating margin, as well as
constant currency period-over-period changes in revenue.
Adjusted financial measures that are not prepared in accor-
dance with U.S. GAAP are considered non-U.S. GAAP fi-
nancial measures. Our non-U.S. GAAP financial measures
may not correspond to non-U.S. GAAP financial measures
that other companies report. The non-U.S. GAAP financial
measures that we report should be considered as additional
to, and not as substitutes for or superior to, revenue, oper-
ating income, net income, cash flows, or other measures
of financial performance prepared in accordance with L.S.
GAAP. This report shows how our non-L.S. GAAP financial
measures reconciled to the nearest U.S. GAAP financial
measures for the report year and earlier years.

Non-U.S. GAAP Revenues, Non-U.S. GAAP Operating
Income, and Non-U.S. GAAP Operating Margin

We believe that it is of interest to investors to receive
certain supplemental historical and prospective financial
information used by our management in running our busi-
ness - in addition to financial data prepared in accordance
with U.S. GAAP. The outlock we provide for 2008 is
based on the same non-U.S. GAAP revenue, non-U.S.
GAAP operating income, and non-U.S. GAAP operating
margin measures we have been using for all purposes
since the beginning of 2008 for our budgets, forecasts,
reports, compensation, and communications.

Non-U.S. GAAP Revenue
Revenue in this report identified as “non-U.S. GAAP
revenue” has been adjusted from the corresponding
U.S. GAAP numbers by including the full amount of Busi-
ness Objects S.A. (Business Objects} support revenue
that Business Objects would have recognized had it re-
mained a standalone entity but that we are not permitted
to recognize as revenue under U.S. GAAP as a result
of fair value accounting for the Business Objects support
contracts we stepped into when we acquired Business
Objects.

Under U.S. GAAP, we record at fair value the obligations
assumed under Business Objects support contracts in
effect at the time of the acquisition of Business Objects.
Consequently. our U.S. GAAP support revenues, our

U.S. GAAP software and software-related service revenues,
and our U.S. GAAP total revenues for periods after the
Business Objects acquisition do not reflect the full amount
of support revenue that Business Objects would have re-
corded for these support contracts if SAP had not acquired
Business Objects. Adjusting revenue numbers for this
one-time revenue effect provides additicnal insight into our
ongoing performance because the support contracts are
typically one-year contracts, and renewals of these con-
tracts are expected to result in revenues that are not
affected by the business combination-related fair value
accounting.
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We believe that our non-U.S. GAAP revenue numbers
have limitations, particularly as the eliminated amounts
may be material to us. We therefore do not evaluate our
growth and performance without considering both non-
U.S. GAAP revenue and U.S. GAAP revenue. We caution
the readers of this document to follow a similar approach
by considering our non-U.S. GAAP revenues only in addi-
tion to, and not as a substitute for or superior to, revenue
or other measures of our financial performance prepared
in accordance with U.S. GAAP.

Non-U.S. GAAP Qperating Income; Non-U.S. GAAP
Operating Margin

Operating income and operating margin in this document

identified as non-U.S. GAAP operating income or non-U.S.

(GAAP operating margin have been adjusted from the re-

spective operating income and operating margin numbers

as recorded under U.S. GAAP by including in our non-U.S.

GAAP revenue the full amount of Business Objects support

revenues excluded under U.S. GAAP fair value accounting,

and by excluding acquisition-related charges. Acquisition-
refated charges in this context comprise:

» Amortization expense of intangibles acquired through
business combinations and standalone acquisitions of
intellectual property

= Expense from purchased in-process research and
development

» Restructuring expenses as far as incurred in connection
with a business combination and accounted for under
SFAS 146 as exit activity

Although acquisition-related charges include recurring
items from past acquisitions, such as amortization of ac-
quired intangible assets, they also include an unknown
component relating to current-year acquisitions. We can-
not accurately assess or plan for that unknown component
until we have finalized our purchase price allocation. Fur-
thermore, acquisition-related charges may include one-
time charges that do not adequately reflect our ongoing
operating performance. Eliminating acquisition-related
charges makes it easier to draw comparisens with our
past operating performance and with the operating
margins of peer companies in our industry that have a
different history to our own in respect of acquisitions.
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We believe that our non-U.S. GAAP financial measures
described above have limitations, particularly as the elimi-
nated amounts may be material to us. We therefore do
not evaluate our growth and performance without consid-
ering both non-U.S. GAAP operating income and margin
numbers and U.S. GAAP operating income and margin
numbers. We caution the readers of this document to
follow a similar approach by considering our non-GAAP
operating income and margin numbers only in addition to,
and not as a substitute for or superior to, revenues or
other measures of our financial performance prepared in
accordance with U.S. GAAR.

Ag comparators for our 2008 outlook guidance, we show
our 2007 non-U.S. GAAP revenue, non-UJ.S. GAAP oper-
ating income, and non-U.S. GAAP operating margin. They
reconcile to the nearest U.S. GAAP equivalents as follows:

€ millions, Business
except operating margin Objects
Support
Revenue
Not
Recorded i Acquisition- Non-
U.S. GAAP Under Related | U.S. GAAP
Measure | U.S, GAAP Charges Measure
Software and software-
related service revenue 7.427 - - 7,427
Total revenue 10,242 - - 10,242
Total operating expenses -7510 - 61 - 7,449
Operating income 2,732 - 61 2,793
QOperating margin on
continuing operations 26.71% - 27.3%

Constant Currency Period-over-Period Changes

We believe it is important for investors to have information
that provides insight into our sales growth. Revenue
measures determined under U.S. GAAP provide informa-
tion that is useful in this regard. However, changes in sales
volumes, prices, and currency exchange rates affect period-
over-period changes in sales revenue. We do net sell
standardized units of products and services, so we cannct




provide data expressed in such units to show changes in
the volume of products and services sold. To provide in-
formation that may be useful to investors in breaking down
and evaluating sales volume growth, we do present infor-
mation adjusted for foreign currency effects about our
revenue growth and various values and components relat-
ing to operating income. We calculate constant currency
year-over-year changes in revenue and operating income
by translating foreign currency items using the average ex-
change rates from the previous (comparator) year instead
of the report year.

We believe that data on constant currency period-over-
period changes has limitations, particularly as the currency
effects that are eliminated constitute a significant element
of our revenues and expenses and may materially affect
our performance. We therefore limit our use of constant
currency period-over-period changes to the analysis of vol-
ume and price changes as elements of the overall change
in a financial measure. We do not evaluate our growth and
performance without considering both constant currency
period-over-period changes on the one hand and changes
in revenues, expenses, income, or other measures of
financial performance prepared in accordance with U.S.
GAAP on the other. We caution the readers of this report
to follow a similar approach by considering constant cur-
rency period-over-period changes in measures of financial
performance only in addition to, and not as a substitute for
or superior to, changes in revenues, expenses, income or
other measures prepared in accordance with U.S. GAAP.

Constant currency year-over-year changes in revenue and
operating income reconcile to the respective unadjusted
year-over-year changes as follows;

Percentage
Percentage Change
Change | from 2007
from 2007 to 2006
to 2006 | {Constant| Currency
(U.S. GAAP) [ Currency) Effect
% % | Percentage
Points
Software revenue 13 18 -5
Support revenue 1 15 -4
Subscription and other software-
related service revenue 41 46 -5
Software and software-related
service revenue 13 17 -4
Consulting revenue -1 2 -3
Training revenue 7 1" -4
Other service revenue 18 23 -5
Professional service and
ather service revenua -3
Other revenue 3 -4
Total revenue 9 13 -4
Software revenue by region'’:
EMEA region? 14 15 -1
Americas region 8 16 -8
Agia Pacific Japan region 28 32 -4
Software revenue 13 18 -5
Software and software-related
service revenue by region:
Germany 7 7 0
Rest of EMEA regicn 17 19 -2
EMEA, region 13 14 -1
United States 6 16 -10
Rest of Americas region 18 22 -4
Americas region 9 17 -8
Japan 10 21 -1
Rest of Asia Pacific Japan region 25 26 -1
Asia Pacific Japan region 19 24 -5
Software and software-related
service revenue 13 17 -4
Total revenue by region:
Germany 5 5 o]
Rest of EMEA region 13 14 -1
EMEA, region 10 1" -1
United States 13 -9
Rest of Americas region 12 15 -3
Americas region 14 -8
Japan 14 -10
Rest of Asia Pacific Japan region 22 24 -2
Asia Pacific Japan region 15 20 -5
Total revenue 9 13 -4
QOperating income 6 8 -2

1 By custemer location.
? Euwope, the Middle East, and Afnca.
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Cash Earnings According to DVFA/SG

Cash eamings according to DVFA/SG is an adjusted
cash-flow measure developed by the Society of Investment
Professionals in Germany to improve comparability
between companies.

Cash eamings according to DVFA/SG should be consid-
ered in addition to, and not as a substitute for or superior
to, cash flow or other measures of liquidity and financial
performance prepared in accordance with U.S. GAAP. The
reconciliation from cash earnings according to DVFA/SG
to net income is shown in the Investor Relations section.

Free Cash Flow

We believe that free cash flow is a widely accepted sup-
plemental measure of liquidity. Free cash flow measures a
company's cash flow remaining after all expenditures
required to maintain or expand the business have been
paid off. We calculate free cash flow as operating cash
flow from continuing operations minus additions to long-
lived assets excluding additions from acquisitions.

Free cash flow should be considered in addition to. and
not as a substitute for or superior to, cash flow or other
measures of liquidity and financial performance prepared
in accordance with U.S. GAAP.

Free cash flow reconciles to net cash provided by operat-
ing activities as follows:

€ milions 2007 2006
Net cash provided by operating activities from

continuing operations 1,950 1.855
Additions to long-lived assets excluding additions

from acquisitions - 400 - 367
Free cash flow 1,550 1.488
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Economic Conditions

Global Economic Trends

The global economy continued to grow in 2007 despite
turbulence on the financial markets, high prices for
commaodities, and falling real-estate prices. Both the Inter-
national Monetary Fund (IMF) and the Organisation for
Economic Co-operation and Development (OECD) reached
this conclusion in the analyses they presented at the end
of the year. The IMF reports global GDP - the total value
of all goods and services - grew 5.2%, compared with
5.5% in 2006. The QECD believes the combined economies
of the industrialized countries grew 2.7% in 2007 while,
according to the IMF, economic activity in the countries
with developing and emerging economies increased 8.1%.

Various shockwaves buffeted the economy during the
year. The subprime lending crisis that flared up in the Unit-
ed States triggered significant pressure on prices for real
estate in many countries and dealt the finance sector a
hard blow. Some stock prices fell back steeply, while inter-
est rates on the money markets and yields on investment
vehicles collateralized with subprime loans spiked. At the
same time, prices for important commodities - fuel,
metals, and food - stayed high.

In the OECD's analysis, the economy was so strong in
2007 that it was able to withstand these pressures rela-
tively unscathed. That was because levels of employment
had increased in the industrialized countries, significantly
boosting consumer spending and favoring ecanomic
growth, the OECD reports. Growth was also favored by
companies’ sound profitability and funding levels.

But although the global economy continued to grow, the
knocks it took, described above, did exert a considerable
drag on activity in the second half of 2007. For example,
fourth-quarter growth slowed to 2.6% per year in the
industrialized countries in 2007 from 3.2% in the previous
year. In the IMF's eyes, the world econamy entered a
precarious, possibly difficult, phase in the second half of
2007. It reports that the turbulence on the money markets
caused by the mortgage crisis in the United States were
serious and the mood on markets generally had turned
somber as a result.




Locking at the regions separately, the IMF believes that
as a result of the reticence of investors on the money and
real-estate markets, in 2007 the U.S. economy grew only
1.9%. compared with 2.9% the previous year. On the
other hand, the IMF believes that in the European Union
(EU} total output grew 3% in 2007 (2006: 3.2%). It esti-
mates German economic growth was 2.4% (2006: 2.9%).
For the industrialized countries in Asia, the IMF paints a
cheerier picture of 4.9% growth (2006: 5.3%). But the
emerging and developing countries were again the driving
force: Their economies grew 8.1%, matching the previous
year. The dip in economic growth also affected the volume
of world trade, which, the IMF repcrts, grew 6.6% in
2007, compared with 9.2% the year before.

IT Market in 2007

Despite uncertainties surrounding the health of the eco-
nomy, demand for IT {excluding telecommunications) grew
even more in 2007 than in the year before. Continued
price declines in hardware diverted a larger proportion of
IT budgets toward software and IT services. That is the
assessment of prominent U.S. market research firm IDC.
It says worldwide IT spending rose 6.9% (2006: 6.3%).
IDC reports especially strong growth in sales of packaged
software: In 2007, this segment of the IT market grew
8.8%, compared with 8.0% in 20086, it says. According to
IDC., industry and application software solutions as a
segment of the software market grew 7.7% (2006: 7.3%).
The services segment was again strong, with 6.2%
expected growth (2006: 5.7%).

IDC reports that continuing cheer in Europe and especially
in the emerging markets made up for sluggish IT sales
growth in the United States. Sales of system infrastructure
software were also strong. On the other hand, demand
growth for high-end servers and traditional workstations
was far less pronounced in 2007 than in 2006, IDC says.

Gartner, another major market research firm in the United
States, believes that global spending on IT {excluding
telecommunications) rose 9.0% in 2007 compared with
5.5% in 20086.

Looking at 2007 in the regions, IDC and Gartner note that
North America accounts for some 40% of world IT sales
(excluding software), and that North American demand
growth for IT at 6.5% was weaker than the world average.
The growth in demand for hardware (5.7 %) and services
(5.6%) also faltered. However, demand for software re-
mained buoyant in North America, growing 8.9% in 2007.
IDC also reports that applications sold well, especially
solutions supporting information management and data
analysis.

IDC also says that in 2007, demand for IT grew 4.8% in
Waestern Europe, which accounted for 30.9% of world {T
spending. It believes this reflected the state of the regional
economy, which remained healthy. Sales accelerated even
more strongly, 17.9% over the year, in Eastern Europe,
says IDC, although the market there had only 10.4% of
the volume of the Western European IT market. It reports
that software sales grew 8.6% in Western Europe and
14.9% in Eastern Europe. IDC says that in 2007, total T
spending in Germany grew 3.8%. The German Association
for Information Technology. Telecommunications, and
New Media (BITKOM) is pleased with the advance of the
IT business.

In IDC's analysis, the market remained strong in the Asia
Pacific region. It represents almost 20% of the global IT
market and grew 7.5% in 2007. As before, double-digit
percentage increases in China and India made thase two
countries the engines of growth in the region, IDC reports.
It says IT sales rose 2.6% in Japan. In Gartner's view, [T
sales growth in Japan was even more modest in 2007,
at0.2%.
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Business at SAP
Mission and Strategy

Trends and Orientation

QOur mission and guiding principle is unchanged: to define
and establish undisputed leadership in the emerging market
for business process platforms, accelerate business inno-
vation powered by IT for companies and industries world-
wide, and thus contribute to global economic development
on a grand scale.

The far-reaching and rapid changes in today’s business
environment pose a challenge and present opportunities.
We are currently witnessing the continuing breakup of the
classic value chain, with its fixed relationships between
buyers and suppliers. In its place, we are seeing business
network transformation, the development of dynamic net-
works of businesses that each offer different competen-
cies. The companies that grasp this opportunity and adapt
can gain a vital advantage on the global market. Increas-
ingly. the strategic deployment of IT is becoming a critical
success factor, not just for large corporations, but also for
smaller businesses and midsize companies.

We offer software and services our customers can use to
meet today's challenges head on and gain the most from
the new opportunities:

s Accelerated innovation: In the next few years, we expect
IT will play an increasingly key part in the development
of new business models. SAP has the applications we
believe companies will need.

» Rapid strategic implementation: SAP's solutions are
imbued with our decades of experience of the business
processes and requirements in specific industries. Cur
expertise helps our customers optimize their procedures
for maximum efficiency. Building a business process
platform based on enterprise service-ariented architec-
ture (enterprise SOA), SAP solutions offer a much more
rapid way to implement new strategies than was possi-
ble with any earlier approach.
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= Return on human capital investment: SAP applications
help our customers deploy their most important capital
assets more profitably. Examples include efficient per-
sonnel development, teams working across multiple
locations on complex projects, and support for globally
dispersed staff.

» Responsible management on a global footing: SAP appli-
cations support legal compliance and respensible, value-
driven governance, risk assessment, and control.

By building our traditional core business, we continue to
deliver all of this value to our larger enterprise customers.
At the same time, we are establishing new business with
fast-growing smaller companies in the midmarket.

Expanding Our Traditional Core Business

Qur traditional core customer base includes many large
global enterprises as well as midsize companies with be-
tween 500 and 2,500 employees. Such companies use
the SAP Business Suite applications or SAP Business All-
in-One solutions to automate their business transactions,
enabling better management and governance.

By continuing to develop SAP Business Suite applications
for specific business requirements, we are helping our
customers create more value. We are also delivering more
data analysis and decision support solutions and are link-
ing the structured information in SAP systems with un-
structured information, helping our customers boost the
productivity of their employees - and increasing the return
our customers gain from their investment in SAP software.

Al of the SAP Business Suite applications and SAP Busi-
ness All-in-One solutions are built on an enterprise SOA,
which encourages agility with standardized enterprise
services that are deployable immediately. It atso provides
stability, reliability, and scalability for enterprise software.
Thus, it unlocks opportunities to innovate and adapt busi-
ness processes rapidly as well as to reduce the total cost
of ownership (TCO). By adding powerful enterprise ser-
vices to the SAP NetWeaver technology platform, we are
helping our customers evolve a true enterprise SOA from
their existing IT landscapes. Our offering is an integrated




combination of technology infrastructure and ready-to-run
process components that are based on our wealth of
specific expertise and experience in very many industries.

Qur partners, customers, and developers are collabora-
tively expanding and adding depth to our solution portfolios.
Progressively, an ecosystem is growing, in which, we be-
lieve, customers, partners, and developers all thrive on the
benefits of enterprise SOA.

Developing New Business with Smaller Midmarket
Companies

We already provide SAP Business All-in-One solutions to
customers with 500 to 2,500 employees. SAP Business
All-in-One solutions are built specifically for midsize com-
panies that need a full range of industry-specific functions,
functional depth, and the extensibility to meet their precise
requirements. However, companies with 100 to 500 em-
ployees have distinctly different software needs. To them,
getting their new IT solution running quickly, at minimum
risk and predictable cost, is often more important than
specific functional depth. Many such companies do not
believe that their needs can be met by traditional software
offerings or by the available on-demand solutions.

To serve this segment, in 2007 we added the SAP Business
ByDesign solution to our range of products. It is designed
around four key principles: completeness, ease of use,
adaptability, and a significant reduction in TCO. Customers
use SAP Business ByDesign on the Internet, so they spend
little time and money implementing it, and their IT risk is
reduced. SAP Business ByDesign has built-in service and
support, and customers can test it free of charge before
they commit. It also enables customers to reduce their IT
investment budgets.

The SAP Business One application is designed for
businesses with fewer than 100 employees, It is a single
solution that can automate critical business operations
such as purchasing, sales, distribution, and finance.

Strategy for Growth

We plan to realize our potential for growth in the following

ways:

# Organic growth: Our primary growth strategy is to con-
tinue to develop our own product portfolio.

» Co-innovation: We are expanding our partner ecosys-
tem. This accelerates innovation by supporting the de-
velopment of solutions built on the SAP NetWeaver
technology platform, and leverages more sales channels
to address the various market and customer segments.

» Smart acquisitions: With targeted strategic “fill-in"
acquisitions that add to our broad solution offering for
individual industries or across industries, we gain spe-
cific technologies and capabilities that meet the needs of
our customers. To accelerate our growth in the field of
business intelligence. we acquired Business Objects at
the beginning of 2008. This gives us a platform to tap
the market for business performance management solu-
tions with more innovations.

Significant Results and Events

Revenue Targets Exceeded:; Profitability Target Hit

In a field that remained fiercely competitive in 2007, we

again achieved substantial increases in revenue and hit our

profitability target, measured in terms of operating margin.

Each region contributed, with above-average growth in

Brazil, Russia, India, and China {(known as the BRIC coun-

tries).

s We exceeded the guidance for software and software-
related service revenue that we announced at the be-
ginning of the year. Based on customer location, our
constant-currency growth percentage was in double digits
in every region - and strong encugh to again improve
our competitive position. In 2007, software and soft-
ware-related service revenue grew 13% to €7,427 million
(2006: €6,596 million; 2005: €5,955 million). On a con-
stant currency basis, software and software-related
service revenue grew 17%. This was well in excess of
the 12% to 14% range, on a constant currency basis,
that we had foreseen in our published guidance. Soft-
ware revenue increased 13% to €3,407 million (2006:
€3,003 million; 2005: €2,743 million). That corresponds
to an 18% increase on a constant currency basis. It was
our best constant-currency based software revenue
growth since 2000.
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Our large enterprise customers’ demand for better de-
veloped strategic relationships with us, expressed in the
form of global enterprise agreements (GEAs) providing
subscription services, noticeably boosted our software
and software-related service revenue. By the end of the
year, we had concluded 11 such agreements. U.S.
GAAP requires us to recognize the revenue from such
agreements in stages over several years. Year over year,
our total revenue grew 9% to €10,242 million (2006:
€9,393 million; 2005: €8,509 million). On a constant
currency basis, our total revenue grew 13%.

Our operating margin was 26.7% (2006: 27.4%; 2005:
27.5%). This was in accordance with the profitability
guidance we published at the beginning of the year, in
which we said we expected the operating margin to be
between 26.0% and 27.0%.

= Based on customer location, in all three sales regions
our software and software-related service revenue
growth was in double digits on a constant currency ba-
sis. On a constant currency basis, our software and
software-related service revenue grew 17% in the
Americas region, 24% in the Asia Pacific Japan region,
and 14% in the EMEA region. We recorded remarkable
software and software-related service revenue growth,
on a constant currency basis, in Russia and France.

In terms of total sales, we again gained segment share -
an additional four percentage points - in the core
enterprise application vendor segment. Globally, our
share (measuring software and software-related service
revenue} among the core enterprise application vendors
reached 28.4% by the end of 2007. That means we
were fully 12 percentage points ahead of our closest
rival. Based on information from industry analysts, we
estimate the total sales of all core enterprise applica-
tions to be US$36.7 billion a year.
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1 In keeping with our announcements. we launched our
new SAP Business ByDesign solution for midsize com-
panies and released many enhanced products in the
course of the year, including new versions of the SAP
Customer Relationship Management {(SAP CRM) appli-
cation and of a governance, risk, and compliance (GRC)
application, SAP GRC Risk Management. Demand for
the SAP ERP 6.0 application is especially high, and by
the end of the year more than 5,100 customers were
already using it in live operation. Our customers are also
buying in to cur SAP NetWeaver technology platform:

At the end of the year, there were already more than
29,000 systems in live use.

Our volume business model for the midmarket segments
again proved successful, and in 2007 we consolidated
our leading position. The number of channel partners
and their customers grew rapidly: The number of midsize
companies using SAP Business All-in-One solutions
grew 18% to 11,350, and the number of channel partners
selling them increased 17% to 1,100. Our SAP Business
One small business application channel partners grew
4% in number to 1,350. By the end of the year, channel
partners offering SAP Business One were serving
17,780 customers - a 39% year-over-year increase. By
the end of the year, we already had 150 customer
engagements - and more than 50 partners - for SAP
Business ByDesign, which we had launched in Septem-
ber.

Product and Service Portfalio

In 2007, we again brought various new and enhanced
solutions to market in all four core areas of our product
portfolio - enterprise applications and industry solutions,
platform, software for small businesses and midsize
companies, and offerings for business users. For more
information about our new and enhanced applications and
salutions, see the Development News section.

Partner Ecosystem Grows

In 2007, we continued to forge development alliances and

projects that we believe will help shape our future. Examples

include:

» With U.S. company Cisco Systems, Inc., we are jointly
developing a new breed of business solutions that can
transform how applications and networks interact. The
new solutions are designed to encourage agility in busi-
ness networks of customers, partners, suppliers, and
employees across geographically dispersed, heteroge-
neous business and IT landscapes.




» With UK banking software specialist Misys, we an-
nounced an agreement to deliver integrated solutions for
international trade finance. The solution, which is based
on Misys BankFusion, will run with key SAP components
on the SAP NetWeaver technology platform. This will
enable banks to choose a broad set of solutions from
one source, helping them reduce IT infrastructure com-
plexity.

We also announced a collaborative project with Belgian
software makers Callatay & Wouters to provide a solution
for the banking industry. Together, we are offering a core
banking solution for midsize banks to build a business
process platform ¢ombining the Thaler banking product
from Callatay & Wouters with SAP software and tech-
nology.

» We announced plans to collaborate on enterprise SOA
for banking with SunGard Data Systems Inc., a leading
IT and software vendor for financial services providers
and public sector organizations. The first offering will be
a joint asset liability management solution for the finan-
cial services provider segment. The new collaboration
supports business process platforms for banks, uniting
the strengths of SAP applications with those of Sun-
Gard's BancWare.

SAP and TechniData AG together developed integrated
software to help chemicals companies address the
complex tasks required by the newly enacted European
Registration, Evaluation, and Authorization of Chemicals
(REACH) legislation. This SAP REACH Compliance
application is delivered as an extension to the existing
SAP Environment, Health & Safety (SAP EH&S) applica-
tion and adds to our portfolio of GRC solutions. We are
also creating an executive advisory council to increase
GRC collaboration with partners and customers.

We extended our reseller agreement with Vistex, Inc.,

a U.S. software vendor. We agreed to resell Vistex pay-
back and chargeback management solutions worldwide.
Vistex solutions help distributors and manufacturers in
several industries - such as consumer products, food
services, life sciences, and retail - automate and stream-
line their pricing and rebate processes.

= We entered into an alliance with Computer Sciences
Corporation (CSC) with the aim of bringing together
CSC's core banking system with SAP's technology and
applications. Together, we are focusing on providing
banks with the flexibility they need, with greater produc-
tivity, streamlined business process integraticn, and
consolidated platforms.

= We announced midyear that we would resell and market
Visiprise manufacturing process management software
under the name SAP Manufacturing Execution by
Visiprise, It supports complex manufacturing processes
with functions for route enforcement, traceability, and
shop floor quality management.

= We entered into a global reseller agreement with Cana-
dian company Nakisa, Inc. Together, the two companies
integrated Nakisa's organizational and talent manage-
ment visualization capabhilities to enhance and extend the
SAP ERP Human Capital Management (SAP ERP HCM)
solution. The Nakisa capabilities help organizations view,
update, and analyze their talent inventory and the avail-
ability of potential successors in key positions.

Acquisitions Enrich Product Portfolio

In 2007, we continued our announced policy of organic

growth complemented by acquisitions aimed at enriching

our product portfolio in terms of both technology and func-

tions, We acquired five companies by buying their equity

and we acquired the material assets of two other compa-

nies.

® In February, we acquired Pilot Software, a privately
owned California company that makes strategy manage-
ment software. Worldwide, 150 customers were using
the software at the time of acquisition, for example in
the retail and financial services industries and in the pub-
lic sector. The Pilot Software acquisition broadens our
analytic applications offering. Pilot Software solutions
address executive requirements for tools to fully meas-
ure, evaluate, and manage corporate performance.
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in May, we acquired Wicom Communications Ltd., a
feading, privately held provider of all-internet Protocol
contact center and enterprise communications software.
The acquisition will enable SAP to offer companies the
ability to better integrate communications technologies
and business systems so they can provide more effec-
tive customer-facing services on all channels. The
Wicom solution helps our customers streamfine the inte-
gration of disparate hardware and software components
while allowing for centrai management and reporting of
dispersed resources and processes. Customer service,
marketing, finance, and sales and distribution depart-
ments can be better linked - and all customer-facing per-
sonnel, wherever they are located, see the same data
and information. It supports standard Web service-
based integration with SAP CRM.

Also in May, we acquired MaXware, a privately held
provider of identity management software in Norway.

At the time of acquisition, MaXware had around 300
customers worldwide in a diverse range of industries,
such as technology, manufacturing, defense, energy.
healthcare, financial services, and the public sector. The
MaXware solutions complement the identity manage-
ment functions on the SAP NetWeaver technology plat-
form. It gives companies with heterogeneous IT land-
scapes an integrated platform for working across sys-
tems and across business processes to manage identi-
ties and ensure security in real time. By combining
MaXware's proven and easy-to-configure identity man-
agement solution with SAP’s business applications and
the SAP NetWeaver technology platform, we can offer
identity management software that increases agility of
business units when managing employee identities - in-
cluding managing identities across company boundaries
with customers. channel partners, or suppliers. We also
offer a strong solution in the related field of GRC access
control.
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® In June, we acquired OutlookSoft Corporation, a pri-
vately held U.S. software vendor. This was a specialist
company making financial and strategy performance
measurement solutions, and the acquisition extends our
portfolio of solutions to help chief financial officers
(CFOs) manage corporate performance, risk, and finan-
cial value chains. The OutlookSoft solution offers end-
to-end guidance through financial business processes,
integrated predictive analytics, and a rich library of ready-
to-use corporate performance management methods
and procedures. The applications leverage Web 2.0
technologies for ease of use. A broad palette of func-
tions simplifies collaboration across the enterprise.

In October, we acquired selected material assets of ane
of our exclusive partners of long standing, SAP Arabia
LLC - notably all of that company's customer license
and maintenance contracts, its rights under distributor-
ship agreements, and its trademarks. We have already
opened office locations in Dubai and Saudi Arabia as
part of our global expansion.

» We acquired the assets of Yasu Technologies, a privately
owned company headquartered in India and a leader

in business rules management systems, in October.

We intend to embed Yasu Technologies solutions in our
SAP NetWeaver technology platform as part of SAP
NetWeaver Composition Environment. This provides the
business rules infrastructure to help companies move
their strategies forward. Partners would be able to inte-
grate the solution directly into their offerings.

In October, we announced that we had agreed to make
an offer for all of the stock of Business Objects for a
purchase price of €42.00 per common share. For the
Business Objects American depositary receipts (ADRs),
we offered the U.S. dollar equivalent based on the euro
to dollar exchange rate at the time of settlement. The
overall cost of the deal including expenses is expected
to be a little more than €4.8 hillion. Together, SAP and
Business Objects intend to offer high-value business
and process solutions for business users. We compieted
the takeover of Business Objects in early 2008. For
more information about our acquisition of Business
Objects, see the Business in the New Year: Early News
section.

In November, we acquired Silk Europe, a privately held
software company based in Belgium. Silk is an QOutlook-
Soft reseller in the Netherlands and Belgium.




Financial Strength Allows Corporate Action Again

In 2007, our strong financial position again gave us room

for corporate action in the interests of shareholders,

» By resolution of the SAP AG Annual General Meeting of
Shareholders on May 10, 2007, the Executive Board
was empowered to repurchase Company shares for
treasury and to cancel the treasury stock without a further
resolution of the Annual General Meeting of Sharehold-
ers. Pursuant to a resolution of the Executive Board, in
September 2007 we canceled 23 million treasury shares,
which represented approximately 1.8% of the common
stock at that time, to reduce the common stock of SAP
AG from €1,269,040,112 to €1,246,040,112 (represent-
ed by 1,246,040,112 no-par shares, each with an attrib-
utable value of €1).

= in the course of 2007, we bought back about 27.3 mil-
lion shares at an average price of €36.85 per share, and
on December 31, 2007, we held more than 48.1 million
SAP AG shares in treasury. '

Crganization

There were various material changes to our organization in

2007:

» On January 31, 2007, we presented the management
teamn of our new global line of business that focuses on
the small and midsize enterprise (SME) market. We have
brought together our SME market resources under the
leadership of Hans-Peter Klaey so that we can more
effectively address the requirements of small businesses
and midsize companies and develop customer and part-
ner business in that arena.

= In February, the Supervisory Board extended the con-
tract of Henning Kagermann as a member of our Execu-
tive Board to May 31, 2009.

= Shai Agassi, a member of our Executive Board, left SAP
on April 1, 2007, by mutual agreement to commit him-
self to environmental policy, alternative energy sources,
and other issues.

» In March, Léo Apotheker, president of Customer Solu-
tions & Operations and member of the Executive Board,
assumed the new role of deputy CEO of SAP AG.

= In November, the SAP Global Internal Audit Service
(GIAS) became the first internal audit department in
Germany to receive certification from the Institute of In-
ternal Auditors {IIA}. The IlA inspected the methods and
processes GIAS uses for conformity to the International
Standards for the Professional Practice of Internal Audit-
ing. The assessment shows that the GIAS charter, poli-
cies, and processes conform to the IA standards and
code of ethics on an overall basis. Such external certifi
cation provides evidence of our internal audit service's
high level of integrity.

Worldwide Organizational Growth

We continued to optimize our regional presence in 2007,
focusing principally on adapting our field and research and
development (R&D) organizations to better meet the
needs of the day.

= We merged our two field organizations in the EMEA
region, EMEA Central and EMEA North, East, West,
South, to form a single organization with the aim of inten-
sifying our sales efforts to large and midsize enterprises.
The move consclidated all field responsibility for the en-
tire region in the hands of Erwin Gunst. who is a corpo-
rate officer and member of our executive council. and it
focused our EMEA field organization even more strongly
on opportunities for growth arising out of burgeoning
cross-border business processes. Bill McDermott, also
a corporate officer and member of the executive council,
assumed responsibility for the Asia-Pacific-Japan sales
region. He was already responsible for the Americas
region.

We founded the SAP Co-Innovation Lab at the SAP Labs
facility in Palo Alto, California. It will be our base for co-
operatively developing new technologies with customers,
independent software vendors, system integrators, and
other partners. They will be able to work together on
industry applications and innovative technologies, and to
showcase how customers can increase competitive
advantage and improve efficiencies by transforming their
business networks with enterprise SOA. Founding spon-
sors of the SAP Co-Innovation Lab include Cisco Sys-
tems, Inc., Hewlett-Packard Company, Intel Corporation,
and Network Appliance, Inc.
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s We are also expanding our development resources in
India. We identified India as a strategic focal point for
growth in 2006 and earmarked extra resources to fully
develop our potential in the Indian market. SAP Labs
India is already our biggest research and development
center outside of Germany. Our target is to invest
around USS$1 billion in India by 2010.

Significant New Customer Contracts; Customer Base
Passes 46,100

We grew our customer base by more than 8,100 in 2007,
to beyond 46.100. The year was characterized by a
variety of product innovations and the rapid expansion of
our offering for small businesses and midsize companies.
Currently, we define more than 65% of our customers as
small businesses and midsize companies.

In 2007, we sealed contracts with many large corporations

and midsize organizations. For example:

= The State Administration of Taxation of the People's
Republic of China bought a tax management solution
from SAP to simplify and consolidate tax administration
processes. The initial deployment was at Xicheng Dis-
trict National Tax Bureau in Beijing, covering more than
one-fifth of the country's top enterprises. The solution
uses the SAP NetWeaver Business Intelligence compo-
nent to integrate information from various IT systems.
To help optimize the management of the benefits it pro-
vides, AQK, Germany's largest health insurer, announced
plans to enhance oscare, its industry solution based on
SAP software. AOK wants its policyholders to benefit
from shorter processing times for medical. nursing, and
care benefits.
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Multinational consumer goods conglomerate Unilever
strengthened its long-time relationship with SAP.
Unilever is deploying SAP ERP and the SAP NetWeaver
technology platform as the cornerstones of a company-
wide organizational optimization initiative, including tran-
sitioning to enterprise SOA. It was the first consumer
goods company to sign a global enterprise agreement
with SAP. The GEA is a strategic, subscription-based
master agreement characterized by close long-term co-
operation between the parties. It provides worldwide
software licenses and maintenance, and strengthens
SAP’s position as Unilever's strategic partner during its
entire structural adjustment.

Global retailer Wal-Mart Stores. Inc. decided to enhance
its financial information systems using the SAP ERP
Financials solution. Wal-Mart chose the SAP application
for its ability to support global expansion and efficiently
respond to changes in the business and regulatory land-
scape.

ESPRIT, an internationa! lifestyle brand, chose SAP ERP
for its global retail and wholesale operations. The SAP
software will help ESPRIT integrate its global supplier
network, optimize retail and value processes, and sup-
port its international growth.

The Edeka group, a leading food retailer in Germany,
announced it would consolidate its IT activities with SAP
software. We will be Edeka’s technology partner under
an arrangement with a planning horizon to 2012. Edeka
will be using functions from the SAP for Retail solution
portfolio, SAP ERP, and the SAP NetWeaver technology
platform.

Vodafone Group Ple, a leading cell phone operator, ex-
tended the scope of its 2005 master agreement with SAP
to cover the deployment of business applications and
services based on SAP ERP and the SAP NetWeaver
technology platform to Vodafone companies worldwide.
Hitachi, Ltd.. a leading global electronics company,
strengthened its long-time relationship with SAP by
choosing the SAP ERP application, built on the SAP
NetWeaver technology platform. Hitachi signed a GEA
with SAP. providing broad access to SAP solutions.




» Dow Corning Corporation, a leading innovator of silicon-
based solutions, adopted SAP CBM and the SAP
NetWeaver technology platform as the foundation to
unify its customer-facing business processes cn a single,
integrated SAP application platform.

= |n August 2007, we welcomed the 10,000th customer to
choose SAP Business All-in-One solutions for midsize
companies: U&M Mineragdo e Construgao. a Brazilian
engineering, heavy construction, and mining company.
U&M, which specializes in earth moving and surface
and underground mine contracting, runs a solution from
Procwark, an SAP partner in Brazil, to integrate its oper-
ations and support local and international growth.

» Saudi Arabian Airlines chose SAP solutions as a plat-
form for its far-reaching business model transformation.
The airline is integrating its processes for aviation opera-
tions, revenue accounting, reservations and ticketing,
fuel management, and technical documentation,

Finance Plan for SAP Sclutions

Imptementing business software solutions can represent
a major investment. A strategic partner of ours, Siemens
Financial Services GmbH (SFS}, offers a financing service
that helps companies invest in SAP solutions. Interest in
the service is high: It is offered to customers in 45 coun-
tries, and in 2007 we received twice as many inquiries
about financing as in the previous year. In 2007, this offer
of finance was extended to include large corporations.
However, SFS targets the financing service chiefly at the
midmarket, and 70% of the customers that signed up were
in that segment. in the past, the plan chiefly provided ioan
finance, but now SFS is adding greater flexibility by offer-
ing to lease to customers,

Income

New Income Statement Structure

With effect from the first quarter of 2007, we have re-
structured our income statement to show potential new
revenue streams more transparently. We have renamed
what was previously called maintenance revenue: This is
now shown as support revenug. We have also renamed
what was previously called software and maintenance rev-
enue: This is now shown as software and software-related
service revenue. We show revenue from subscriptions and
other software-related services as an additional item that
is an element of software and software-related service
revenue. This new item includes revenue from subscrip-
tions, software rentals, on-demand offerings. and from
other software-related services. Subscription revenue
flows from contracts that have both a software element
and a maintenance element. Such a contract typically
gives our customer the use of current software and un-
specified future products. We take a fixed monthly fee for
a definite term - as a rule, five years. Software rental
revenue flows from software rental contracts, also with
software and maintenance elements - but here the cus-
tomer is entitled to the use of current products only.
Revenue from our on-demand offerings includes, for ex-
ample, the SAP CRM on-demand solution revenue, any
future on-demand revenue from our new midmarket

SAP Business ByDesign solution (to the extent we offer it
to customers on an on-demand basis), and revenue from
other hosting contracts that do not entitle the customer
to readily exit the arrangement. Other software-related
services revenue includes, among other things, revenue
from software-retated revenue-sharing arrangements, for
example, our share of revenue from collaboratively devel-
oped products. Thus, software and software-related serv-
ice revenue is the sum of our software revenue, service
revenue, and revenue from subscription and other soft-
ware-refated services.
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In addition, we have renamed what was previously called
service revenue: This is now shown as professional serv-
ices and other service revenue. We have added a new
itemn for other service revenue, shown as an element of
service revenue. This new item includes revenue from
non-mandatory hosting services, application management
services (AMS). and commission. Non-mandatory hosting
services revenue is revenue from hosting contracts from
which the customer can readily exit if it wishes to run the
software on its own systems. AMS is a service we offer
to optimize availability and performance of customers’ IT
solutions after implementation. On occasion, we receive
commission from partners for which we have identified
customers. Thus, professional services and other service
revenue corresponds to the sum of consulting revenue,
training revenue, and other service revenue.

We have restructured the expense items we report to
align them with this new structure for reporting revenue.

Revenue

Target for Software and Software-Related Service Revenue
Surpassed

At the beginning of 2007, we announced ambitious guid-
ance: We set a target of growing our annual software and
software-related service revenue 12% to 14%, compared
on a constant currency basis with 2006. We expected
subscriptions and other software-related services to ac-
count for approximately 2% to 4% of total software and
software-related service revenue. Later in the year, we al-
so announced that we expected software and software-
related service revenue growth to be at the top end of

the target range that we had announced earlier. Our per-
formance exceeded that guidance: On a constant currency
basis, software and software-related service revenue
grew 17% (13% without adjustment for foreign currency
effects} to €7.427 million (2008: €6,596 million; 2005:
€5,955 million). This was the fourth year in succession in
which we achieved double-digit percentage growth in soft-
ware and software-related service revenue on a constant
currency basis. The proportion of subscriptions and other
software-related services in the total software and soft-
ware-related service revenue was 2.5%, which was within
the range published in our guidance.
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Software and Software-Related Service Revenue
€ millions | change since previous year

4,716 5,184 5,955 6,596 7.427
0% +10% +15% ~11% “13%
6,000 =
4,500 - e |
3,000 1 ‘
1,500 ’
0 !
2003 2004 2005 2006 2007

When discussing SAP's position in the market, we define
our segment share as our share of the worldwide total of
organizations offering core enterprise applications. For
2006, we calculated our share based on software revenue.
In view of the rearrangement of our income statement,
beginning with the first quarter of 2007 we now base our
calculations of segment share on software and software-
related service revenue. We believe this measure is now
the most significant indicator of share. With the help of
industry analysts’ numbers, we estimate that the market
for core enterprise applications is approximately US$36.7
billion. Our share of that segment worldwide grew four
percentage points to 28.4% in 2007. In this improvement
in our market position we see validation of our approach,
which is to earn the confidence of customers with our
clear, innovative product strategy. in-depth understanding
of the industries our customers operate in, and a superior
product offering - and on that confidence we aim to build
long-term business relationships.

Qur customer base continued to grow and, based on the
number of contracts among orders received, 31% of our
software revenue was attributable to contracts with new
customers (2006: 31%: 2005: 33%). The number of new
software license contracts valued at €10,000 or more
increased 18% to 12.154 (2006: 10,288 contracts; 2005:
8.820 contracts). The total number of orders we received
grew 10%, so the trend toward mare but smaller contracts
continued.




Software Revenue Grows 13%

Software revenue increased 13% to €3,407 million (2006:
€3.003 million; 2005: €2.743 million). That corresponds to
an 18% increase on a constant currency basis. It was our
best constant-currency based software revenue growth
since 2000.

Software Revenue
€ millions | change since previous year
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Support Revenue Grows 11%; Consulting Revenue
Declines 1%; Training Revenue Grows 7%

Support revenue increased 11% to €3.838 million (2006:
€3,464 million; 2005: €3,170 million). That corresponds to
an 15% increase on a constant currency basis. Continuing
an initiative from the previous year, we concluded more
global enterprise agreements (GEAs) with our customers
in 2007. GEAs are subscription contracts that include both
the license grant and maintenance provisions. In 2007, we
concluded such agreements to a total value of about €820
million, which will be recognized as revenue over a period
of years. The portion of our total revenue that was gener-
ated from software and software-related services was on
target at 73% (2006: 70%).

We again focused more on the profitability of our consuit-
ing business than on its growth. In the context of adverse
exchange rate movements, our consulting revenue fell back
1% from €2,249 miillion to €2,221 million (2005: €2,071
million), but grew 2% on a constant currency basis. Our
e-learning programs were much in demand, which contri-
buted to a boost in our training revenue of 7% (11% ona
constant currency basis) from €383 miillion to €410 million

{2005: €342 million). It was the third year in succession in
which we achieved double-digit constant-currency based
growth in training revenue. Total professional services and
other service revenue grew 1% (4% on a constant curren-
cy basis) to €2.744 million (2006: €2,728 million; 2005:
€2.484 million).

Revenue Breakdown by Type of Activity
€ millions | percent | change since previous year |
constant-currency change since previous year

Software 3.407
33% | +13% | +18%

Training 410

A% | +7% | +11%
Consulting 2,221
22% | -1% | +2%

Other service 113
1% | +18% | +23%
Other 71
1% | +3% [ +7%

Subseription
and other software-
related service 182

2% | +41% | +46%
Support 3,838
7B +H11% | +15%

Tota! Revenue Grows 9%

Buoyed by the dynamic growth of software and software-
related service revenue, our total revenue for the year

was €10,242 million (2006: €9,383 million; 2005: €8.509
million), an increase of 9% (or 13% on a constant currency
basis). That made 2007 the third year in succession in
which we achieved double-digit growth in total revenue on
a constant currency basis - and the first in which our total
revenue exceeded €10 billion.

Total Revenue
€ millions | change since previous year

7.025 7514 8,509 9,303 10,242
-5% 7% +13% +10% +9%
10,000
1,500 — M
5,000
2,500
0
2003 2004 2005 2006 2007
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Revenue Grows in All Regions

On a constant currency basis, revenue growth percent-
ages were in double digits in all regions. In accordance
with the guidance we had given, the Americas and Asia
Pacific Japan regions once again led the field. In the Amer-
icas region, our software and software-related service
revenue climbed 9% (17% on a constant currency basis)
to €2,495 million (2006: €2,282 million; 2005: €2,021 mil-
lion). Total revenue for the region rose 6% (14% on a
constant currency basis) in 2007 to €3,577 million {20086:
€3,385 million; 2005: €2,996 million). Our U.S. business
contributed significantly to this growth. In the United
States, our software and software-related service revenue
grew 6% {16% on a constant currency basis) to €1,838
million (2006: €1.726 million; 2005: €1,553 million), and
our total revenue rose 4% (13% on a constant currency
basis) to €2,706 million (2006: €2,609 million; 2005:
€2,340 million). Latin America also reported double-digit
percentage increases in software and software-related
service revenue and in total revenue, The growth levels in
Mexico and Brazil were especially pleasing.

in 2007, Asia Pacific Japan region software and software-
related service revenue increased 19% (24% on a con-
stant currency basis) to €959 million (2006: €803 million;
2005: €740 million). The region’s total revenue rose 15%
{20% on a constant currency basis) from €1,107 million in
2006 to €1,275 million in 2007 (2005: €994 million). The
results from the emerging markets of China and India were
especially welcome: They both reported software and
software-related service and total sales growth well above
the SAP average. In Japan, software and software-related
service revenue climbed 10% (21% on a constant curren-
cy basis) to €340 million (2006: €308 million; 2005: €294
million). Total revenue rose 4% (14% on a constant curren-
cy basis) to €447 million in Japan (2006: €431 million;
2005: €406 million).
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Revenue Breakdown by Sales Destination
€ millions | percent | change since previous year

USA 2,706 Germany 2,004
26% | +4% 20% | +5%
Rest of Rest of EMEA 3,386
Americas 871 33% | +13%
9% | +12%

Rest of

Asia Pacific Japan 828 Japan 447
8% [ +22% 4% | +4%

Despite our established position, we also recorded double-
digit sales growth in the EMEA region market. At 13%,
software and software-related service revenue growth was
steeper than it had been in the previous year. Measured
on a constant currency basis, the rise was 14%. The in-
crease was particularly marked in Russia and France. Our
2007 software and software-related service revenue in

the EMEA region was €3,973 million (2006: €3,511 million;
2005: €3,194 million). Our total EMEA region revenue
rose 10% (11% on a constant currency basis) from
€4.901 million in 2006 to €5,390 million in 2007 (2005:
€4,519 million). In Germany, our software and software-
related service revenue grew 7% to €1,432 million (2006:
€1,342 million; 2005: €1,237 million). Qur total revenue in
Germany grew 5% to €2,004 miillion (2006: €1,907 million;
2005: €1,810 million).

QOperating Income and Margin

Operating Margin on Target

At the beginning of the year, we announced in our outlook
guidance that we planned to invest more in 2007 to build
a new business around SAP Business ByDesign. In this
context, we said we would invest about one to two operat-

Ling margin percentage points in 2007 in addressing addi-

tional growth opportunities. The profitability goal in our
guidance was an operating margin - that is, a ratio of oper-
ating income to total revenue, expressed as a percentage
- of between 26.0% and 27.0%. We hit that target with an




operating margin of 26.7% (2006: 27.4%: 2005: 27.5%).
In line with our guidance, the additional investment we had
announced, which amounted to €125 million, reduced our
operating margin by 1.2 percentage points. We spent the
money on enhancing IT infrastructure, building our sales
and channel capability, and extending our marketing activity.

Operating Margin
Percent | change since previous year in percentage points

245 26.9 27.5 27.4 26.7
+26% +2.4% +0.6% -0.1% -0.7%
24 — ] -
18
12
2003 2004 2005 2006 2007

Operating expenses climbed to €7,510 million in 2007
from €6,815 million the previous year (2005: €8,172 mil-
lion}. This 10% year-over-year increase arose chiefly be-
cause of increases in expenses to meet personnel require-
ments (our headcount grew by 4,668 full-time equivalents
or FTEs) and previously announced extra investment relat-
ing to SAP Business ByDesign.

Accompanying the double-digit increase in revenue from
software and software-related services was a 20% rise to
€1,310 million (2006: €1,091 million; 2005: €983 million)
in the software and software-related service expense to
pay for additional third-party licenses and further reinforce-
ment of our support resources. As a result, our margin on
software and software-related services narrowed from the
previous year's 83.5% to 82.4% (2005: 83.5%). The impact
on our software and software-related services margin
caused by the extra investment for SAP Business ByDesign
that we announced in 2007 was one-half of a percentage
point.

Hiring new employees in consulting raised the cost of
providing professional services and other services 1% to
€2,091 million (2006: €2,073 million; 2005: €1,925 million).
Our margin on professional services and other services
contracted from 24.0% to 23.8% (2005: 23.5%), reflecting

decreased utilization of consulting rescurces that was a
consequence of the acceleration of our hiring program:
Initially, new hires are not fully utilizable. The impact on our
professional services and other services margin caused
by the extra investment that we announced in 2007 for
SAP Business ByDesign was 0.5 of a percentage point.

Operating Expenses Breakdown
€ millions | percent | change since previous year

Cast of software and software
related services 1,310

General and
administration 506

7% | +9% 17% | +20%
cervioes i oter o 2162
and other marketing 2,162

services 2,091

28% | +1% 29% | +13%
Research and Other operating
development 1,458 income, net 17
19% | +9% e 0% | NA

Our research and development (R&D) expense rose 9% to
€1,458 million (2006: €1,335 million; 2005: €1,089 million).
The R&D quoctient, which is the R&D expense expressed
as a percentage of total revenue, was unchanged at
14.2%. Of the 14.2% R&D quotient, 0.3 of a percentage
point related to the extra investment that we announced in
2007 for our new product, SAP Business ByDesign.

A 13% rise in sales and marketing expense to €2, 162 million
{20086: €1,908 million; 2005: €1,746 million) was in line
with the increase in revenue, despite the fact that extra
expense was incurred to build sales channels and expand
our sales force for the SAP Business ByDesign solution.
The impact on our sales and marketing expense caused by
the extra investment for SAP Business ByDesign that we
announced in 2007 was 0.4 of a percentage point.

Our general and administration expense rose less steeply:
9% to €506 million {2006: €464 million; 2005: €435 million),
the increase reflecting additional spending on shared serv-
ice centers, which are expected to drive down costs in the
future. The expense corresponded to 5% of total revenue,
unchanged since the previous year.
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Orerating Income Climbs 6%

Operating income growth of 6% to €2,732 million {(2006:
€2.578 million: 2005: €2,337 million) did not keep pace
with the growth in total revenue. This was chiefly because
of additional investments related to the SAP Business
ByDesign solution.

Operating Income
€ millions | change since previous year

1,724 2,018 2,337 2,578 2,732
+6% +17% +16% +10% +6%
2,400 _ 1
1,800
1,200
600
0
2003 2004 2005 2006 2007

Financial Income

Financial Income Rises

In 2007, our net interest income rose 13% to €135 million
(2006: €120 million; 2005: €90 million), reflecting higher
rates of interest. Impairment charges on minority invest-
ments had a negative effect on financial income. The ef-
fect of hedging stock appreciation rights (STARs) had no
effect on financial income (2006: €7 million positive effect;
2005: €66 million negative impact). In the previous year,
the fair value of instruments acquired to hedge anticipated
STAR exposures increased, and the associated revaluation
led to the unrealized gain. This did not occur again in 2007,
As a result, our total financial income rose to €124 million
{2006: €122 miflion; 2005: €11 million).

084  SAP Annual Report 2007 - Financial Information

Pretax Income; Income Taxes; Net income

Increases in Pretax and Net Income

Qur pretax income rose 6%, exactly in line with the rise in
operating income. Despite the positive effect of tax-free
or low-tax investments and financial assets, our effective
tax rate rose to 32.2% (2006: 29.9%: 2005: 35.2%). This
is because nonrecurring effects from the conclusion of

tax audits in several countries and agreements we reached
with tax authorities on various matters had helped us
reduce our effective tax rate to an excepticnally low level
in the previous year.

In connection with the TomorrowNow business unit, which
we intend to sell, we incurred a loss from discontinued
operations of €15 miillion after taxes (2006: €10 million;
2005: €6 million). Net income increased 3% to €1,919
million {2006: €1,87 1 million; 2005: €1,486 million).

Of special interest to investors is basic earnings per share
(EPS), which is derived from net income. Our basic EPS
was €1.59 (2006: €1.53; 2005: €1.21), Earnings per share
from continuing operations was €1.60 (2006: €1.53;

2005: €1.21).

Earnings per Share from continuing operations
€ | change since previous year

0.87 1.05 1.2 1.53 1.60
+112% +21% +15% +26% +5%
1.6
1.2
0.8 ] "“"ﬁ
0.4 :
0 l
2003 2004 2005 2006 2007




Dividend

Dividend Increase Recommended Again

We wish to continue our dividend policy of recent years
and believe our shareholders should benefit appropriately
from the Company's success in achieving increased in-
come targets for 2007, The Executive Board and Super-
visory Board will recommend to the Annual General Meet-
ing of Shareholders that the dividend be increased 8.7%
to €0.50 per share (2006: €0.46; 2005: €0.3625). The
dividend payout ratio {(which here means total distributed
dividend as a percentage of net income) would be slightly
higher at 31% (2006: 30%; 2005: 30%).

Dividend per Share
€ | change since previous year

0.20 0.28 0.36 0.46 0.50
+33% +38% +32% +27% +0%
0.4 1
0.3 —
0.2 [
0.1
0
2003 2004 2005 2006 2007

If the shareholders approve this recommendation and
treasury stock remains at the 2007 closing level, the pro-
visional total amount distributed in dividends would be
€599.1 million. The actual amount distributed is expected
to be different from the provisional total because the num-
ber of repurchased shares held in treasury will probably
change before the Annual General Meeting of Sharehold-
ers. Transactions related to share-based compensation
could also change the amount of common stock. We dis-
tributed €556 million in dividends from our 2006 earnings
(2005: €447 million). Aside from the distributed dividend,
in 2007 we also returned €1,005 million to the sharehold-
ers by repurchasing SAP shares for treasury (2006:
€1,149 million; 2005: €454 million).

Finances
Cash Flow and Liquidity

Operating Cash Flow Grows 5%

QOur sound income position in 2007 had a positive impact
on cash flow from continuing operations. Net cash pro-
vided by operating activities increased 5% to €1,950 million
(2006: €1,855 million; 2005: €1,612 million), primarily
because of greater net inflows associated with net income.

We used net cash of €1,392 million in investing activities,
significantly more than in the previous year (2006: €132
million; 2005: €574 million). This was in part because in
2007 we reallocated €550 million cash and cash equiva-
lents to SAP AG restricted cash in connection with financ-
ing the acquisition of Business Objects. and this is record-
ed as cash outflow. Also, the net inflow from sales and
purchases of investments was significantly less than in
2006, because in 2006 we had liquidated and reallocated
substantial amounts of investments. In addition, cash out-
flow for acquisitions was greater than in the previous year.

Qur financing activities accounted for €1,287 million net
cash outflow, which was around 6% less than in the previ-
ous year (2006: €1,375 million; 2005: €555 million). We
distributed €556 million in dividends, a rise of 24% com-
pared with 2006 (2006: €447 million; 2005: €340 million),
but our outflow for treasury stock purchases declined 13%
to €1.005 million (2006: €1,149 million; 2005: €454 million}.
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Group Liguidity Declines 17 %
Cash and cash equivalents decreased 33% to stand at

€1,608 million at the end of the year (2006: €2,399 million;

2008%: €2,064 million), in part reflecting a €550 miilion real-
location to restricted cash. The restricted cash represents
the portion of corporate funds allocated at the end of
2007 as acquisition finance in connection with our bid for
Business Objects. Our Group liquidity, comprising cash
and equivalents, restricted cash, and short-term invest-
ments, totaled €2,756 million (2006: €3,330 million; 2005:
€3,846 million), the reduction since the previous year
resulting from share buyback, dividend, and acquisition
outflows.

To increase financial flexibility, in November 2004 we
obtained a €1 billion syndicated credit facility through an
international group of banks. We already had other lines
of credit in place; the new line was arranged to provide
additional financial flexibility. We did not draw any amounts
under the facility in 2007.

At the end of 2007, other, bilateral lines of credit available
to SAP AG totaled approximately €599 million (2006:
€599 million; 2005: €553 millicn). We did not draw on
these facilities during 2007, 2006, or 2005. Several subsi-
diaries in the Group had credit lines in their local currency.
These totaled €44 million (2006: €109 million; 2005: €218
million), for most of which SAP AG was guarantor. At the
end of the year, the subsidiaries had drawn €27 million un-
der these facilities (2006: €26 million; 2005 €24 million).

In addition, at the end of 2007 we had a €4.45 billion
credit facility in connection with our public offer to buy
Business Objects. We did not draw any amounts under
the facility in 2007,

We do not currently have a credit rating with any of the
rating agencies. Our debt ratio is low, at 37% (2006: 35%;
2005: 36%), and we do not believe any change in credit
conditions that might be obtained with a rating would have
a substantial effect on our financial situation. Our liabilities
comprised 83% current liabilities (2006: 83%; 2005: 84%)
and 17% noncurrent liabilities (2006: 17 %; 2005: 16%).
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Of the current liabilities, 46% were classified as other
liabilities (2006: 47 %: 2005: 47%), 22% were accounts
payable (2006: 22%; 2005: 20%), and 15% were deferred
income (2006: 15%: 2005: 13%). The other liabilities com-
prised, among cthers, 73% other employee-related liabili-
ties (2006: 73%; 2005: 70%) and 18% other taxes (2006:
17%; 2005: 18%).

Financial Management

Centralization
We use centralized globat financial management to control
liquid assets, interest, and currencies.

Its chief function is to secure a minimum level of liquidity
for the SAP Group. Most SAP companies have their
liquidity managed by the Group so that liquid assets
across the Group can be consolidated, monitored, and
invested in accordance with Group policy. High levels of
liquid assets and marketable securities provide a strategic
reserve, helping keep SAP flexible, sound, and independ-
ent. The €1 billion syndicated credit facility and other,
hilateral lines of credit are available far additional liquidity
if required.

Our global interest management policy is guided by liquidity
and risk considerations, and investment strategy is con-
servative. Most of the liquidity reserve is availabte at short
notice. Qur net interest income is thus affected by both
long-term and short-term interest rate fluctuations on the
financial markets.

Currency management is also centralized. We determine
exposures every week, based on balance-sheet items and
cash flows expected in different currencies, and hedge
them with the appropriate derivatives if necessary. We do
not speculate in derivatives.




Financial Instruments Minimize Risks

Every month, the SAP sales companies in each country
pay to SAP AG, the parent company and licensor, a license
fee related to their software, maintenance, and subscrip-
tion revenues. The sales companies generally pay in local
currencies, and, to hedge the foreign exchange risks, we
sell currencies forward under contracts that generally run
for up to 15 months. Without exception, all of our currency
futures transactions relate to actual underlying business
that we are conducting.

Along with fixed salary. employee compensation may in-
clude components that vary with stock performance. The
stock appreciation right (STAR) plan is such an element,
passing on to our employees the value of stock apprecia-
tion we achieve over a defined term. We use derivative
instruments from independent banks to manage some of
the associated share-price risk. Each of these contracts is
subject to our internal directives concerning the credit-
worthiness of each bank concerned. For details about the
use of hedging contracts, see the Notes to Consolidated
Financial Statements section.

The rules for the use of derivatives and other rules and
processes concerning the management of financial risks
are collected in our treasury guideline document that
applies globally to all companies in the SAP Group.

Low Debt Ratio

Our debt ratio (total debt as a portion of total assets) rose
from 35% in 2006 to 37% in 2007 (2005: 36%). That we
are predominantly equity-financed is apparent from the fact
that bank loans and overdrafts represented only 0.26%

of total assets (2006: 0.28%; 2005: 0.27%). The cost of
equity was slightly higher than in the previous year.

The average rate of interest on December 31, 2007, for
our various fixed-interest bank loans was 8.03% (2006:
8.08%; 2005: 7.22%}. Most of our fixed-interest bank
loans were short-term loans taken by subsidiaries in differ-
ent currencies at different levels of interest.

Assets

Growth of Assets; Analysis of Balance Sheet

In 2007, our total assets rose 9% from the previous year's
€9.503 million to €10,366 million (2005: €9,040 million).
Current assets increased slightly, chiefly as a result of

a rise in net accounts receivable. QOur long-term assets
increased as we acquired intellectual property from third
parties. Total long-term assets grew 25% to €3.858 million
{2006: €3,179 million; 2005: €2,520 million).

Investments
€ millions | change since previous year

275 338 504 912 1,100
1% +23% +49% +81% +21%
1,000
750 .
500
250
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We reduced our rolling 12-month average collection pericd,
which is measured in days’ sales outstanding {DSO), by
two days to 66 (2006: 68; 2005: 68). This was the result
of further optimization of our receivables management
efforts.

Consolidated Balance Sheet Breakdown

Percent

Assets Liabilities
[J Short term 67 62 29 31
B Long term 33 38 6 ]
B Shareholders’ equity 65 63

[ i
i

2006 2007 ' 2006 2007
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Strong net income growth reinforced shareholders’ equity
in 2007, adding €367 million. The equity ratio {that is, the
ratio of shareholders’ equity to total assets) decreased
from 65% to 63% (2005: 64%), because while sharehold-
ers’ equity grew 6%. our total liabilities grew 15%.

Ratio of Equity to Total Assets
Percent | change since previous year in percentage points

50 61 64 65 63
+8 +2 +3 +1 -2
60 — —
45
30
15
0
2003 2004 2005 2006 2007

Competitive Intangibles

Market Value of Equity Significantly Higher Than

Book Value

The assets that truly underpin our success today and in
the future do not appear on the balance sheet. The extent
of this phenomenon is apparent from a comparison of the
market capitalization of SAP AG, which was €44.3 billion at
the end of the year (2006: €51.0 billion; 2005: €48.5 billion),
with the shareholders' equity on the balance sheet, which
was €6.5 billion (2006: €6.1 billion; 2005: €5.8 billion). The
difference is chiefly due to certain intangible assets that
the applicable accounting standards do not allow to be
recorded (at all or at fair value) on the balance sheet. They
include customer capital (our customer base and customer
relations), employees and their knowledge and skills, our
ecosystem of partners, software we developed ourselves,
our ability to innovate, the brands we have built up - in par-
ticular the SAP brand itself - and our organization.

We intensified our marketing activities in order to convince
current and potential customers, as well as the general
public, of the special benefits of our solution portfolio,
while also increasing the value of the SAP brand. Our mar-
keting efforts especially showcased our midmarket offer-
ings. This work was rewarded with increased awareness.
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In 2007, SAP ranked 34 on the Interbrand and Business
Week scoreboard of 100 Top Glabal Brands, as in the
previous year. Qur brand equity grew 8%, the seventh suc-
cessive annual increase. Interbrand determined a value of
US$10.85 billion (2006: USS$10 billion) for the SAP brand.
In the German standings, the SAP brand ranked third be-
hind Mercedes-Benz and BMW.

Our ranking among America's Most Admired Companies
by Fortune magazine confirmed the success of our brand:
We attained seventh place in the computer software cate-

gory.

Customer, Human, and Qrganizational Capital Grows

Qur customer capital also grew: We gained numerous new
customers in various market segments and strengthened
our existing customer relationships. With the help of inde-
pendent service providers, we regularly measure the satis-
faction and loyalty of our customers. The results of these
surveys once again showed improved loyalty from cus-
tomers that remained highly satisfied. For more informa-
tion about our new customers, see the Significant New
Customer Contracts section, above.

Employee-related and R&D activities increased the value
of our employee base and our own software. For more
information, see the Employees and Research and Develop-
ment sections. We also increased the value of our partner
ecosystem by continuing to develop sales and development
partnerships. For mare information, see the Partner Eco-
system Continues to Grow section.

End-Of-Year Financial Situation

Another Clean Bill of Health

SAP was in good health at the end of 2007, not least be-
cause of our sustained business success. Aside from

the favorable economic climate, we can point to our broad,
innovative range of solutions, highly qualified and highly
motivated workforce, strong market position, efficient
processes, sound profitability, and liquidity.




Employees
Headcount Increase

Headcount Grows with Business Success

Reflecting our success in business, we hired many highly
gualified professionals over the course of 2007, thus
creating a foundation for future success and continued
growth. Our outlock for 2007 originally assumed there
would be around 3,500 new positions. Later in the year,
we reported that headcount would increase because of
acquisitions. In fact, we filled a total of 4,668 new positions
in 2007, of which some 500 were related to acquisitions.
At the end of 2007, we had 44,023 employees worldwide
{(2006: 39,355; 2005: 35,873), of whom 162 were allocat-
ed to activities discontinued in 2007 and 43,861 to contin-
uing activities. (These headcount figures are measured

in FTEs.) Our headcount numbers in the remainder of this
section refer to our continuing operations only. Of those

43,861 employees, 14,749 were based in Germany (2006:

14,214; 2005: 13,916). Of the overall headcount increase,
485 resulted from acquisitions.

Employees at Year End from continuing and
discontinued operations
Full time equivalents | Change since previous year

29,610 32,205 35,873 39,355 44,023
+3% +9% +11% +10% +12%
36,000 1
27,000 o M
18,000
9.000
0
2003 2004 2005 2006 2007

The average age of our employees was approximately 37
{20086: 37). The average length of service was about

5.4 years (2006: 5.3 years). About 30% of our employees
were women (2006; 30%).

Reflecting increased activity, headcount in the field of soft-
ware and software-related services grew 11% to 5,831
(20086: 5,243; 2005: 4,460). R&D headcount grew 10% to
12.951 (2006: 11.801; 2005: 10,215). Professional servic-
es and other services counted 12,785 employees at the
end of 2007 - an increase of 11% (2006: 11.518; 2005:
11,430). Sales and marketing headcount grew 17% to
8,282 {2006: 7,050; 2005: 6,426). Finance and administra-
tion headcount increased 13% to 2,797 full-time-equiva-
lent positions {(2006: 2,472; 2005: 2,261). Qur infrastruc-
ture employees, who provide IT and facility management
services, numbered 1,215, a rise of 9% (2006: 1,114;
2005: 1,081).

Employee by Area from continuing operations
Full-time equivalents | percent | change since previous year

Sales and Research and
marketing 8,282 development 12,951
19% | +17% 30% | +10%
Service and General and
support 18,616 administration 4,012
2% | +1% 9% [ +12%

The largest number of SAP employees (54%) work in the
EMEA region, while 24% are employed in the Americas
region and 22% in the Asia Pacific Japan region. The per-
centage increases were 17% in the Americas region, 6%
in the EMEA region, and 24% in the Asia Pacific Japan
region. Acquisitions accounted for 206 of our 1,520 new
positions in the Americas region. We filled 1,315 new
positions in the EMEA region. Of the 1,828 new positions
in the Asia Pacific Japan region, most were in India (1,021)
and China (476).
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SAP employs people of more than 120 nationalities. We
embrace this diversity as a valuable resource. We seek to
create and maintain an environment in which people of
every cultural and ethnic origin, age, gender, sexual orien-
tation, gender identity, and learning and physical ability are
positively valued in all our variety. Our global diversity of-
fice is charged with ensuring that our approach remains
positive and that every employee’s contribution to the suc-
cess of our business is properly recognized. In 2007, we
trained 2,010 of our employees and managers in matters
relating to intercultural skills at 185 learning events. We
also held more than 200 single-sex workshops at which
over 2,200 women and men explored and learned about
the value of gender differences.

Working for SAP

Germany's Best Employer

The great number of applications for positions we again
received worldwide in 2007 indicates how attractive SAP
is as an employer. This is underscored by the praise that
others accorded SAP. In February 2007, the Great Place
to Work institute once again named SAP as Germany's
best large employer. For the third year in a row, we
achieved the top ranking in the category for companies
with more than 5,000 employees. Additionally, our employ-
ee health management program won us the special prize
in the health category. This award was based on the re-
sults of a survey of employees, so it was our own people
- not a jury — who awarded us the honor. Overall. 198
companies of all sizes and from all sectors competed in
the contest, which in Germany was run by Great Place to
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Work in cooperation with Capitat magazine and the Ger-
man Federal Ministry of Ecanomics and Technology's New
Quality of Work initiative, with other partners. The stan-
dardized method employed in the survey was specifically
designed for such surveys and is used internationally by
the Great Place to Work institute. Around 60 questions
concerning their employer and dealing with fairness, team
spirit, credibility, pride, and respect were anonymously an-
swered by 343 SAP employees. The result confirms the
importance of our corperate culture to our employees:
Aspects employees mentioned as crucial to a "great place
to work” included their own responsibility for customer-
centricity, innovation, and quality, and the pursuit of prod-
uct excellence. The criteria for these awards reflect every
refevant aspect of working practice and the relationships
within the employer’s organization.

Our own global survey - which we conduct every two

years - confirmed our employees’ sense of identification

with SAP.

» 91% of the respondent SAP employees believed in our
products and services

» 30% believed in our goals and objectives

= 86% were proud to work for SAP

» 79% thought SAP was a great place to work

Human resources marketing firm Trendence’s Graduate
Barometer, the biggest and most influential survey of
students in Germany, found - for the second time in suc-
cessive years - that we were one of the most popular
employers in Germany overall. We were ranked first
among IT companies, up from second place in 2006.

We were also judged one of the 100 best employers again
in the 2007 Best Workplaces in Europe awards. A survey

by Hewitt Associates, The RBL Group, and Fortune placed
SAP among the Top 10 European Companies for Leaders.




According to the Swiss Graduate Barometer survey con-
ducted by Trendence and the Neue Zircher Zeitung news-
paper, young professional staff in Switzerland perceive
SAP Switzerland to be one of the best employers.

SAP Labs India took part in the Businessworld Great
Places to Work survey for the first time and achieved
eighth place among the top 10 employers in India. SAP
Labs India also won the Indiatimes award in the Excellence
in HR through Technology category. In an annual Australia
and New Zealand study, SAP Australia & New Zealand
was selected as a 2006/2007 Hewitt Best Employer. The
first ever Great Place to Work survey in Japan ranked
SAP Japan in its top 20.

SAP Canada was a winner in the Mediacorp Canada Inc.
2007 guide to Greater Toronto's top 50 employers.
Mediacorp publishes an annual Canada's Top 100 Employ-
ers guide. The evaluation criteria include, for example,
employee communications, performance management,
and training and skills development,

The Move Europe initiative selected SAP for its first Euro-
pean prize in recognition of our excellent holistic employee
health management program. It was SAP's third prize for
employee health management best practice in 2007. Move
Europe is an official initiative of the European Commission
in 27 countries. In Germany, the Commission's partner

on the initiative is the BKK, the German association of
employer-operated health insurance providers. Move
Europe identifies and promotes healthy workplace lifestyle
practice on a pan-European level.

Our success starts with our employees. Their innovative-
ness and commitment are crucial, as is their level of higher
education. Most people we employ have a university
degree in science, engineering. or business. In 2007, we
continued our policy of investing in skills development to
maintain high levels of employee proficiency.

As part of our major global Employer of Choice campaign,
we continued an initiative at German universities that we
kicked off in November 2006 to recruit highly qualified
young employees, especially for our Walldorf, Germany
campus. We identified the 100 best IT and business grad-
uates for an "SAP Future Team” in a highly competitive
selection process. This was the first step in an internation-
al campaign we are planning, involving various European
universities, where we are backing our efforts with direct
mailing campaigns, road shows, and campus info days.

Three educational institutes in Bulgaria, including the
University of Sofia, and two universities in Romania joined
the global SAP University Alliances program, which fosters
tomorrow's business and IT talent. It gives students hands-
on practice with SAP software, practical experience of
today's working environment, and access to a wide range
of learning materials. The program is attractive for us as a
good future source of highly qualified recruits.

Share-Based Employee Mgtivation

Only highly motivated employees can deliver the top-quality
work that our customers demand. To retain them, we must
offer competitive conditions. In addition to good salaries,
we offer our employees many additional benefits. Profit
sharing is one important motivational element. We awarded
STARs to about 23,600 employees in 2007 in recognition
of their performance. In addition. 2,500 executives and
selected top performers were awarded a total of approxi-
mately 7,000,000 STARs under our Stock Option Plan
2007 {SAP SOP 2007) and 700,000 STARs under our In-
centive Plan 2010 program. By offering stock purchase
programs in 35 countries so that employees can buy sub-
sidized shares. we also encourage them to adopt an entre-
preneurial approach to their work.
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Research and Development
Resources for R&D

Fourteen Percent of Revenue Plowed into R&D

We must continuously improve our portfolio of products

if we wish to maintain and build on our current leading po-
sition as a vendor of business software. Our B&D activi-
ties in 2007 centered on our new SAP Business ByDesign
solution. This new solution strategically extends our
existing portfolio for small businesses and midsize compa-
nies, which also includes the SAP Business One applica-
tion and the SAP Business All-in-One solutions.

In 2007, our R&D expense rose 9% to €1,458 million
(2006: €1,335 million: 2005:; €1,089 million). We spent
14% of total revenue on R&D in 2007 (2006: 14%; 2005:
13%).

The importance of R&D was also reflected in the break-
down of employee profiles. In 2007, our total FTE count in
development work was 12,951 (2006: 11,801; 2005:
10,215). This is 30% of all Group employees and repre-
sents a 10% rise in the number of R&D employees since
the previous year. Of the employees working in R&D, 48%
(2006: 52%; 2005: 57%) are employed in Germany, 25%
{2006: 22%; 2005: 18%) are in our high-growth develop-
ment centers in China and India, and about 27% (2006:
26%: 2005: 25%) are in our other development locations.

The expenses for R&D include employee salaries and the
cost of externally procured development services.

Research and Development Expenses
€ millions | change since previous year

872 908 1,089 1,335 1.458
-4% +4% +20% +23% +9%
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Development News

In 2007, our product development work focused on opti-
mizing our solution portfolic. Working with our customers
and partners, we developed numerous innovations and
greatly extended the functional range of our software
products, These efforts created rich new solutions in all
four core areas of our product portfolio: enterprise appli-
cations and industry solutions; platform; software for
small businesses and midsize companies; and offerings
for business users. We also acquired companies and
business to augment our portfolio of products.

Enterprise Application and Industry Solution Offerings Ex-
panded

We adapted the enterprise applications in SAP Business
Suite and all of our industry solutions for enterprise SOA
and developed the following enhancements:

» SAP ERP: In July. we announced the availability of the
second enhancement package for the SAP ERP appli-
cation. Next to functional enhancements. the package
included specific innovations for the media, utilities, tele-
communications, and retail industries. We announced
the third enhancement package in December. It delivers
reporting, financial, human resource management, and
quality management capabilities. These enhancement
packages enable customers to quickly and cost effec-
tively take advantage of key innovations without moving
to a new SAP ERP release.

SAP CRM: In December, we introduced a new version
of SAP CRM. SAP CRM 2007 offers new enhance-
ments and capabilities, such as real-time offer manage-
ment, trade promotions management, business commu-
nications management (bringing e-mail, fax, and tele-
phony together into one all-Internet Protocol environment),
and pipeline performance management. Its dynamic new
user interface with Web 2.0 functions gives business
users more flexibility to manage customer relationships
the way they prefer.

By acquiring Wicom Communications, a leading provider
of all-Internet Protocol software solutions, and integrat-
ing the Wicom capabilities with related SAP applications,
we can now offer more efficient and powerful contact
center and enterprise communications functions in the
SAP Business Communications Management software.




» SAP Product Lifecycle Management (SAP PLM): We
enhanced our product life-cycle management software,
building the foundation for a new generation of the SAP
PLM application. With SAP PLM, manufacturers can
better address two dominant business trends - the
accelerated speed of change and the need to achieve
competitive differentiation by collaboratively innovating
within their business network. Companies use SAP PLM
to introduce new products more rapidly, for example,
and to effectively collaborate with their business net-
works,

x SAP Supply Chain Management (SAP SCM): SAP SCM

2007 considerably extended our supply chain manage-

ment offering, with its new applications for supply net-

work collaberation, extended warehouse management,
transportation management, and sales and operations
planning. It can greatly help customers streamline, for
instance, the way their marketing, production planning,
sales planning, and financial budgeting work together.

It can also help them optimize their trade processes,

improve process transparency, drive down costs, and

manage international shipping.

SAP Supplier Relationship Management (SAP SRM): In

2007. we introduced an on-demand electronic purchas-

ing solution. Companies can use the SAP E-Sourcing

on-demand solution for their sourcing and procurement
processes, such as onling auctions and responding to
requests for propasals. We also launched an application
for contract life-cycle management and a spend analytics
application that enables companies to more effectively
manage procurement costs and compliance. Customers
can use SAP SRM to run their complete procurement
process from source to pay.

SAP Auto-ID Infrastructure: We kicked off a new round

of radio frequency identification (RFID) tagging develop-

ment in 2007 with our SAP Auto-ID Infrastructure offer-
ing for product tracking and authentication. Customers
can use it to collect and process product data from RFID
tags and they can store and manage the data in the SAP
object event repository designed for that purpose. This
enables them to pinpoint the exact location of any object
at any time.

» SAP Manufacturing: As a result of acquiring Factory
Logic in late 2006, we added the SAP Lean Planning and
Operations application to our offering for manufacturing
industry. It helps manufacturers adapt more effectively
and more flexibly to the changing demands of their cus-
tomers. In addition, as a result of our acquisition of
Lighthammer, in the new version of the SAP Manufactur-
ing Integration and Intelligence application plant employ-
ees have better, personalized access to the information
they need for decision making.

Platform Simplifies the Way Peaple Use [T
SAP NetWeaver is the open integration and application
platform that integrates people, information, and processes
into one hub, across technologies and organizations, to
reduce TCO. Customers wishing to create an enterprise
SOA can deploy further elements of SAP NetWeaver,
such as SAP NetWeaver Business Intelligence Accelerator
and SAP NetWeaver Master Data Management, to opti-
mize and enhance their core processes. We added new
functions to the SAP NetWeaver technology platform in
2007 It now gives IT staff an even more powerful strategic
technolegy platform to standardize, consolidate, and opti-
mize their IT landscape and to develop and integrate inno-
vative business process solutions. In developing the new
functions for SAP NetWeaver, we concentrated on helping
simplify the way workers use [T, accelerating design and
integration of applications for business processes, and
managing and accessing relevant data right across the en-
terprise. It is now even easier for customers to create a
powerful business process platform based on enterprise
SOA.
» SAP NetWeaver Composition Environment: We released
the SAP NetWeaver Composition Environment, offering,
a lean, integrated, standards-based development, model-
ing. and runtime environment. Software developers
and technical consultants can use it to extend application
logic and, depending on users’ needs, compose new
views and applications based on SAP software. It has
been available to our customers and partners since
May 2007.
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SAP NetWeaver Process Integration: In December
2007, we shipped the final major building block for creat-
ing an enterprise SOA. Companies use new functions in
the SAP NetWeaver Process Integration offering, which
we developed from the SAP NetWeaver Exchange Infra-
structure component, to make their business processes
more flexible and to manage enterprise services. At its
heart is the Enterprise Services Repository, which is
used to define all enterprise services and manage them
through their life cycle. The new version also supports
standards better, and improves the handling of data-
intensive scenarios.

SAP NetWeaver Business Rules Management: We ac-
quired Yasu, a leading vendor of business rules manage-
ment systems, and embedded its solutions in our SAP
NetWeaver technology platform, helping our customers
apply their business rules consistently to all of their busi-
ness processes in heterogeneous IT landscapes, and
update them as necessary. The control capabilities can
also help companies better and more reliably maintain
legal compliance.

SAP NetWeaver ldentity Management: We acquired
MaXware in May 2007. We integrated its identity man-
agement solution in the SAP NetWeaver technology
platform and enhanced it to help companies save time
and money by optimizing the administration of user
accounts and passwords.

SAP NetWeaver Enterprise Search: In August 2007, we
released the SAP NetWeaver Enterprise Search applica-
tion. It provides secure, seamless access to information
and processes in SAP and non-SAP systems to help
information workers navigate to key business data. They
can use it in familiar environments: in portals, as a desk-
top widget, on handheld devices, and in e-mail. SAP
NetWeaver Enterprise Search delivers highly relevant
results and suggested actions that reflect the user’s role
in the enterprise, and recognizes the business context
of the search query.
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SAP NetWeaver Mohite: The first customers started
using our new SAP NetWeaver Mobile offering in May
2007. This is the successor to the SAP Mobile Infra-
structure component. It provides new, scalable middle-
ware to simplify the management of mobile devices,
and improved security functions. New development
tools help build mobile applications with very little pro-
gramming work. SAP NetWeaver Mobile alsc provides
a runtime infrastructure for mobile solutions with which
mobile workers can access the information they need
from SAP and non-SAP applications, online and offline,
wherever they are.

Midmarket Initiative Gains Pace
We developed the following new solutions and releases
for small businesses and midsize companies in 2007:

SAP Business All-in-One: We completed the develop-
ment, ready for release early in 2007, of a new genera-
tion of the SAP Business All-in-Cne solutions. Based

on SAP ERP and SAP CRM, the solutions leverage the
power of an enterprise SOA to offer midsize customers
new levels of flexibility and simplicity in their use.

SAP's development partners also introduced many SAP
Business All-in-One complementary solutions, which
now number more than 80. Deepening support for mid-
size companies in specific industries, we added 60 SAP
Best Practices offerings midyear, designed to boost the
operational power of SAP Business All-in-One solutions.
SAP Business ByDesign: In September, we launched
SAP Business ByDesign. We developed this solution for
midsize companies. complementing our existing portfolio
of midmarket solutions. SAP Business ByDesign delivers
simplicity, adaptability, and a wide range of functions at
low running cost. SAP Business ByDesign is a complete
on-demand software solution for businesses with 100 to
500 employees - fast growing companies that typically
have not experienced integrated business solutions be-
fore.




» SAP Business One: In 2007, we added many core busi-
ness processes to SAP Business One. The SAP Busi-
ness One 2007 release offers many new financial capa-
bilities from reconciliation to reporting that are designed
to enable small businesses to leverage local best prac-
tices and meet local customary requirements. The solu-
tion comes with many new and redesigned screens and
interfaces to make it easier to use, faster to access in-
formation, and more scaleable. It also adds new Web-
based capabilities such as Web CRM and e-commerce
to provide a single integrated system for small business-
es to manage their business online and offline.

Significant Expansion of Business User Portfolio

We expanded our portfolio of products with innovative

offerings, notably:

a SAP solutions for GRC: We delivered a new version of
the SAP GRC Global Trade Services application to help
customers better integrate processes related to import
and export. The SAP Customs Processing for Automat-
ed Export Systems application, which our developers
atso completed in 2007, helps customers comply with

new EUJ procedures by facilitating electronic communica-

tion with EUJ customs systems. The new version of the
SAP GRC Process Control application has new func-
tions to make it simpler to handle the internal controls
required for management certification. We released the

new SAP GRC Risk Management application, which pro-
vides automated functions for risk planning. identification,

and analysis across companies’ lines of business. An
enhanced version of the SAP GRC Access Control

application simplifies the compliant assignment and man-

agement of user authorizations for IT systems and
access to data.

Analytic blueprints from SAP: By acquiring Pilot Software
we added a critical piece of new technology that is now
integrated into our portfolio of analytic applications. We
can now offer customers tools to foster the alignment

of their business strategy across all of their organiza-
tions. This has the potential to make our core products,
such as our applications for ERP, CRM, and SCM, even
more attractive for our customers.

SAP Strategy Management: We acquired Pilot Software
to enhance our portfolio of strategy management soft-
ware. Customers use the SAP Strategy Management
application to continuously manage and assess the three
cornerstones of business performance - metrics, deci-
sions, and goals.

SAP Business Planning and Consolidation: Qur acquisi-
tion of QutlookSoft, a specialist company providing
financial and strategy performance measurement solu-
tions, extended our portfolio of solutions to help chief
financial officers (CFOs). With its integrated planning,
budgeting, forecasting, and consclidation capabilities, it
is a solution that provides an effective control and plan-
ning toclbox. It also enables companies to conduct their
business analysis more thoroughly and in more detail.
Mobile business: Responding to growing interest in mo-
bile business processes, we developed new mobile solu-
tions and enhancements to existing mobile applications.
Employees with mobile devices can be given full access
to all core business processes from anywhere with our
current offering.

Duet: Duet, which has been available since 2006, en-
ables information workers to use SAP-based business
data and business process software in the familiar Mi-
crosoft Office environment. In March 2007, we delivered
a value pack with new scenarios for sales management,
travel management, and demand planning. It comes with
new configuration tools for the system administrator, and
with more languages.
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Corporate Governance

Principles of Corporate Governance

SAP already had its own Principles of Corporate Gover-
nance {"Principles”) in place in October 2001, before the
German Corporate Governance Code (“Code") was pub-
lished the year after. We have kept our Principles continu-
ously under review and amended them where appropriate
to keep in step with the amendments made to the Code
from time to time. When we last reviewed our Principles in
October 2007, we came to the conclusion that the gap
between them and the Code had greatly reduced over
time and that changes to the legislation and current prac-
tice had made provisions in the Principles obsolete. The
Code, which had been continuously improved, together
with the pertinent legislation, which had gradually covered
the broader ground, made the maintenance of our own
Principles redundant. We therefore decided to discontinue
our own Principles of Corporate Governance - thereby
improving the clarity of our communications for the benefit
of our investors, not least those outside of Germany. In
the future, when discussing corporate governance stan-
dards, we will refer to the Code only. For more information
about our implementation of the Code’s recommendations
and suggestions, see our German Stock Corporation Act,
section 161 annual Declaration of Implementation and our
Corporate Governance Report.

Recommendations
The Declaration of Implementation issued by our Executive
Board and Supervisory Board on QOctober 27, 2007, re-
ports that we do not follow four of the Cade’s total of 81
recommendations. In our Declaration, we list the instances
in which we do not follow Code recommendations:

s We do not impose age limits for members of the Execu-
tive Board and Supervisory Board.

s QOur Executive Board and Supervisory Board contracts
do not provide for a deductible in directors’ and officers’
liability insurance policies.

» A chairperson or member of the Executive Board can
become chairperson of our Supervisory Board or chair-
person of a Supervisory Board committee.

» There is no consideration of individual performance in
the variable remuneration of our Executive Board mem-
bers.
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Since a pertinent amendment to cur Articles of Incorpora-
tion was entered in the commercial register in December
2006, we do now follow the recommendation in section
5.4.7 of the Code: We now recognize the additional re-
sponsibilities of the chairperson and deputy chairperson of
our Supervisory Board and of members of its committees
in their compensation packages.

As already noted, new recommendations were added to
the Code in 2007. They chiefly concern responsibility for
compliance, provisions in executive board rules of proce-
dure governing the allocation of responsibility portfolios,
and, in section 5.3.3 of the Code, the establishment of a
nomination committee as a committee of the supervisory
board. We will follow these new recommendations.

Suggestions

In June, a new suggested severance pay cap was added
to the Code in section 4.2.3, proposing that under execu-
tive board membership contracts, serverance pay on pre-
mature termination without just cause should not be more
than two times annual compensation including expenses
or more than the compensation for the remaining term of
the contract. We will partly follow this suggestion. The
Supervisory Board has always insisted that the compensa-
tion contracts of Executive Board members must be rea-
sonable, including. for example, provisions concerning
severance pay, and it will continue to do so. Except where
the termination arises out of a change of control, however,
we do not believe it is practicable in Executive Board
member contracts to cap severance pay on premature ter-
mination without just cause. To agree to such a cap from
the outset would be contrary to the spirit of our Executive
Board contract, which is normally concluded to cover the
full term of the member’s appointment and does not in
principle provide for the possibility of ordinary termination
by notice. Moreover, in practice the Company would find a
contractual severance pay cap difficult to enforce against
an Executive Board member in the circumstances where

it would be relevant. As in the past, in cases where an
Executive Board member’'s contract is prematurely termi-
nated by agreement, we would apply the spirit of the
suggestion in the Code and ensure that any negotiated
severance pay is reasonable.




There are two other Code suggestions to which we do not

adhere:

= We do not appoint Supervisory Board members at dif-
ferent times, as suggested by the Code. All shareholder
representatives are voted onto the Supervisory Board
en bloc and they have equal terms of office. If a Supervi-
sory Board seat becomes vacant during the regular
period of office, by-elections are held for the remainder
of the regular period of office. This is convenient
because memberships are elected and work together.

= \We have not agreed to pay Supervisory Board members
performance-oriented compensation based on SAP's
long-term success as suggested in the Code, section
5.4.7 (2). We doubt whether the long-term success of
SAP is the right basis for Supervisory Board compensa-
tion or improves the Supervisory Board members' moti-
vation in respect of SAP. At SAP, variable remuneration
is linked to the dividend and governed by our Articles of
Incorporation. We believe that this ensures transparent,
appropriate remuneration for Supervisory Board mem-
bers that does not conflict with their legal responsibilities.

U.S. Regulatory Requirements

Because we are listed on the New York Stock Exchange
(NYSE), we are subject to U.S. securities laws and to U.S.
Securities and Exchange Commission and NYSE rules.
We therefore continue to adhere to relevant U.S. laws and
rules relating to corporate governance standards. Notably,
2006 saw the first audit of our internal control structure,
as required by the U.S. Sarbanes-Oxley Act, section 404.
It was conducted by our auditor, KPMG, which found that
on December 31, 2006, our financial reporting control
over the U).S. GAAP consolidated financial statements
submitted to the SEC was effective. KPMG is also audit-
ing that control structure as on December 31, 2007. The
audit had not found any indication by March 19, 2008, that
it was not effective on December 31, 2007.

Information Concerning Takeovers Required by the
German Commercial Code, Section 315 (4), with
Explanatory Material

As a group parent company using an organized market in
the meaning of the German Securities Acquisition and
Takeover Act, section 2 (7) for voting shares that we have
issued, we are required by the German Commercial Code,
section 315 (4) {1 to 9), to provide the following details in
our Review of Group Operations. We also include explana-
tory material along with the compulsory disclosures:

® SAP AG's capital stock is €1,246,258,408, issued as
1,246,258,408 common no-par bearer shares. Each
share has an attributable value of €1. One common
share entitles the bearer to one vote. American deposi-
tary receipts (ADRs) representing our shares are

listed on the NYSE in the United States. One SAP ADR
corresponds to one SAP share. ADRs are deposit
certificates of non-U.S. shares that are traded on U.S.
stock exchanges instead of the underlying shares.

The SAP shares are not subject to transfer restrictions.
We are not aware of any other restrictions affecting
voling rights or the transfer of SAP shares,

We held 48,064,829 SAP shares at the close of the
year. This treasury stock does not entitle us to any
rights, and hence to any voting rights.

Founding shareholder and Supervisory Board chairperson
Hasso Plattner had direct SAP AG holdings and indirect
holdings in SAP AG through companies and trusts under
his control totaling 10.35% of the capital stock on De-
cember 31, 2007. For more details on SAP AG's owner-
ship structure, see the Notes to Consolidated Financial
Statements section, Note 20. Except as reported above,
we are not aware of any direct or indirect capital hold-
ings that exceed 10% of the voting rights. Deutsche
Bank Trust Company Americas holds approximately
3.87% of the SAP AG capital stock in trust to facilitate
ADR trading on the NYSE.

The SAP AG Articles of Incorporation do not entitle any
individual SAP shareholder to appoint members to the
Supervisory Board, nor do shareholders have special
rights conferring supervisory powers on them in any
other respect.
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in votes on formal approval of their acts, employee rep-
resentatives on the Supervisory Board are not permitted
to exercise the voting rights associated with shares.
Beyond this, there are no voting right restrictions for
SAP shares held by employees.

Conditions for the appointment and dismissal of mem-
bers of the Executive Board and amendment of the
Articles of Incorporation reflect the relevant provisions in
the German Stock Corporation Act. Under the SAP
Articles of Incorporation, the Executive Board consists
of at least two members who are appointed for a period
of not more than five years by the SAP Supervisory
Board in accordance with the German Stock Corpora-
tion Act, section 84, The Supervisory Board can appoint
a chairperson of the Executive Board and one or more
deputy chairpersons from among the members of the
Executive Board. The Articles of Incorporation also stip-
ulate that the Supervisory Board can appoint deputy
Executive Board members, who have the same rights as
the full members regarding the external representation
of SAP AG. The Supervisory Board can revcke appoint-
ments to the Executive Board in accordance with the
German Stock Corporation Act, section 84, if compell-
ing reasons exist, such as gross negligence on the part
of the Executive Board member. If the Executive Board
is short of a required member, one may be appointed in
urgent cases by a court in accordance with the German
Stock Corporation Act, section 85.

The Articles of Incorporation are amended by means of
a resolution of the Annual General Meeting of Share-
holders with a majority of at least three-quarters of the
common stock represented in the vote in accordance
with the German Stock Corporation Act, sections 179,
133. The Articles of Incorporation do not contain any
provisions that conflict with this stipulation.

Under our Articles of Incorporation, the Executive Board
is autherized to increase the common stock within the
limits of existing authorized capital amounts and subject
to Supervisory Board consent. On December 31, 2007,
there were four authorized capital amounts totaling €480
million. For more details on the individual authorized cap-
ital amounts, see the Notes to Consolidated Financial
Statements section, Note 20.

108  SAP Annual Report 2007 - Financial Information

The Annual General Meeting of Sharehotders on May
10, 2007, granted a power to the Executive Board to buy
back for treasury on or before October 31, 2008, SAP
AG shares representing in total not more than €120 mil-
lion of the capital stock. The shares repurchased under
this power, together with any shares that were previous-
ly acquired and are still held by SAP in treasury and any
other shares controlled by SAP. must not exceed 10%
of SAP’s capital stock. The law also provides that SAP
can buy back shares in certain other cases. These in-
clude, for example, buyback to prevent imminent serious
damage to SAP and buyback to offer the shares to em-
ployees. For more details, see the German Stock Corpo-
ration Act, section 71 (1) (1 to 5).

SAP held 48,064,829 treasury shares on December 31,
2007. The Executive Board is entitled to resell or cancel
treasury stock. In accordance with the German Stock
Corporation Act, section 71 {1} (8). in certain situations
the Executive Board is also authorized, with the permis-
sion of the Supervisory Board, to alienate treasury stock
and to exclude the preemptive rights of the sharehold-
ers.

The Executive Board is also authorized to issue convert-
ible bonds and stock options with conversion or sub-
scription rights in respect of shares of SAP with a total
attributable value, in relation to the common stock, of
not more than €100 million secured by a corresponding
amount of contingent capital. Executive Board powers,
such as those described, to issue and buy back stock
and to grant conversion and subscription rights are
widely followed common practice among companies like
SAP. They give the Executive Board the flexibility it
needs, in particular the option of using SAP shares as
consideration in equity investments, raising funds on the
financial markets at short notice on favorable terms,

and returning value to shareholders during the course of
the year. Additionally, the shareholders have approved
contingent capital amounts to satisfy conversion and
subscription rights granted under share-based compen-
sation plans. The approved but unissued contingent
capital for these purposes totaled €108,357,548 on De-
cember 31, 2007. On December 31, 2007, there were
12,840,929 conversion and subscription rights out-
standing that we had granted to beneficiaries of share-
based compensation programs, each of which, since
the increase in common stock from corporate funds in
December 2006, entitled its holder to four new shares
issued from contingent capital. SAP is also entitled to




= [n agreements between SAP AG and various banks for
bilateral credit lines that totaled €599 million as of De-
cember 31, 2007, we have agreed to material adverse
change clauses permitting the banks to terminate if
events occur that are seriously detrimental to our eco-
nomic standing. The possibility cannot be ruled out
that a change of control would adversely affect SAP
for those purposes. These clauses are customary. In
the past, we have utilized these bilateral credit lines
only infrequently for a few days. We believe that in
SAP AG's current liquidity situation, termination of
these credit lines would not have a substantial effect
on our financial standing in the short term.

We have entered into relationships with various com-
panies to jointly develop and market new software
products. These relationships are governed by devel-

satisfy these rights with treasury stock. However, the
terms of the SAP Stock Option Plan 2002 do not permit
us to grant options with rights to SAP AG shares issued
from the contingent capital for that plan after April 30,
2007. Its successor plan, the SAP Stock Option Plan
2007, is a virtual stock option plan: Beneficiaries receive
STARs rather than options. We are therefore now no
longer empowered to issue options on SAP shares to
our Executive Board members or employees.

» The Articles of Incorporation do not contain any provi-
sions that grant the Executive Board special powers in a
takeover situation.

= We are party to material contracts that are subject to
change-of-control provisions in the event of a takeover
bid, as follows:
= To increase its financial flexibility, in 2004 SAP AG ne-

gotiated a €1 billian syndicated credit facility with a
group of international banks, which has not been uti-
lized to date. The agreement contains a change-of-
control clause. This clause obliges SAP AG to notify
the banks if it learns that any person or any group of
persons acting together acquires control of more than
50% of the voting shares in the meaning of the Ger-
man Securities Acquisition and Takeover Act. On re-

opment and marketing agreements with the respective
companies. Some of those agreements provide that if
control of either party changes hands {for example, if
we were taken over), the development and marketing
agreement cannot be assigned without the consent of
the other party or the other party has the right to ter-
minate the agreement. Most of the agreements were
entered into before mid-20086, and the obligations un-

ceiving the notification, the banks have the right to
cancel the credit line and demand complete repayment
of the outstanding debt if banks that represent at least
two-thirds of the credit volume demand termination. If
no continuation agreement is reached, the line of cred-
it will end and the obligation to repay will become ef-
fective at an ascertainable time. Provided SAP takes
certain agreed steps, that time will be not earlier than
30 days and not later than 80 days after SAP notifies
the banks of the change of control.

s To finance the acquisition of Business Objects, SAP
AG has entered into a €4.45 billion credit facility, re-
payable by December 31, 2009, that includes a
change-of-control clause. This clause obliges SAP AG
to notify the banks if it learns that any person or any
group of persons acting together acquires control of
mare than 50% of the voting shares in the meaning of
the German Securities Acquisition and Takeover Act.
On receiving the notification, the banks have the right
to cancel the credit line and demand complete repay-
ment of the outstanding debt if banks that represent at
least two-thirds of the credit volume demand termina-
tion.

der them have to a great extent already been dis-
charged.

Agreements have been concluded with the members of f
the Executive Board concerning compensation in the event |
of a change of control. These agreements, which are en- i
cauntered with increasing frequency in Germany and else- |
where, are described in the Compensation Report section.
There are no similar compensation agreements with em-
ployees.
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Risk Factors and Risk Management

Risk Management

As a global enterprise, we are exposed to an extensive va-
riety of risks across our entire range of business opera-
tions. In the broadest sense, we define risk as the danger
of not achieving our financial, operative, or strategic goals
as planned. To ensure our long-term corporate success, it
is therefore essential that risks be effectively identified
and analyzed and then eliminated or at least limited by
means of appropriate control measures. We have a com-
prehensive risk management system in place, which en-
ables us to recognize and analyze risks early on and to
take the appropriate action. This system is implemented as
an integral part of our business processes across the en-
tire SAP Group; it comprises multiple control mechanisms
and constitutes an important element of the corporate de-
cision-making processes. These mechanisms include
recording, monitaring. and controlling internal enterprise
processes and business risks, a number of management
and controlling systems, a planning process that is uniform
throughout the Group, and a comprehensive risk reporting
system. To ensure the effectiveness of our risk manage-
ment efforts, as well as the transparency and aggregation
of risks within the framework of reporting, we have opted
for an integrated approach to managing corporate risks, to
be uniformly implemented throughout the Group by a glob-
al GRC organization with a direct reporting line to the chief

[ financial officer of SAP AG. The GRC organization has the

following mandate:

s To continually identify and assess the rigks incurred with-
in all important business operations using a uniform, me-
thodical approach

& To monitor implementation of the measures defined to
counteract risks

» To report on risks to management and the Executive
Board on a regular basis

» To develop and continuously maintain a global, risk-ori-
ented insurance strategy as a means of risk mitigation

» To ensure compliance with regulations governing the es-
tablishment and monitoring of effective internal control
over financial reporting in line with the U.S. Sarbanes-
Oxley Act, section 404

» To ensure information security
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In 2008, we conducted an audit of our internal control struc-
ture, as required by the U.S. Sarbanes-Oxley Act, section
404 for the first time. We found that on December 31,
20086, our financial reporting control over the U.S. GAAP
consolidated financial statements submitted to the SEC
was effective. We are also auditing that control structure
as on December 31, 2007. The audit had nct found any
indication by March 19, 2008, that it was not effective on
December 31, 2007. We have documented key business
processes of SAP AG and its major subsidiaries, as well
as the controls contained in these processes, in accor-
dance with those requirements. Our global internal audit
service and dedicated process champions periodically
assess these standard processes and their documented
procedures and test the design and effectiveness of the
process controls. Further elements of the system include
a Group-wide corporate Code of Business Conduct for
employees and the work of the SAP Supervisory Board in
monitoring and controlling the Executive Board.

Our risk management system is based on our global risk

management framework, which we developed and imple-

mented in accordance with international recommendations

to ensure, among other things, that we comply with Sar-

banes-Oxley Act regulations. The Global Risk Manage-

ment Framework consists of five main components:

» A Group-wide risk management policy approved by the
Executive Board

» A risk management organization that is part of our global
GRC organization

= A Group-wide, uniform risk management process model

= [T tools implemented throughout SAP to support the risk
management process

» Group-wide cascading risk reporting

Uniform Risk Analysis Across the Group

Within the scope of risk assessment, we consider the
probability of occurrence as well as the loss associated
with risks. We employ both qualitative and quantitative as-
sessment methods that are uniformly structured across
the Group and thereby foster the comparability of the risk
analyses conducted across the various business units, In
accordance with the results yielded by analyzing the prob-
ability of occurrence and potential loss, we assess a risk
as "high,” "medium,” or "low" on the Group-wide uniform
risk-assessment matrix. In addition, we apply stochastic




risk-analysis methods such as value at risk (VaR) calcula-
tions to continuously determine our foreign exchange, liti-
gation, and escalation exposures. Simulation techniques
such as Monte Carlo analyses are used within the context
of calculating contingencies for the pricing of project pro-
posals.

In other areas where a quantitative assessment is more
difficult, we employ qualitative assessment technigues
based on the uniform risk-assessment matrix indicated
above. We estimate the probability of occurrence and
impact of individual risks using a common assessment
horizon of three years to give us a risk prioritization. We
only use insurance for risk control where the economic
benefit appears worthwhile to us,

SAP Runs SAP Software

We have developed our own risk management software to
create transparency across all risks that exist within our
corporate alliance as well as to facilitate risk management
and the associated reporting system. We record and ad-
dress all identified risks in our own operational risk man-
agement application. Every quarter, we consolidate, aggre-
gate, and present to the Executive Board the risk manage-
ment information held in the risk management application.
in addition, an ad-hoc risk-reporting requirement to the
Executive Board and the chairperson of the Supervisory
Board has been established where a risk with an expected
loss exceeding €100 million is identified. We define a risk
to our ability to continue as a going concern to mean a risk
associated with an expected loss exceeding €150 million.

We review our risk management policy and process model
annualty and revise them if necessary. Our global internal
audit service conducts targeted reviews to check compli-
ance with our risk management policy. Our global internal
audit service regularly reviews the reliability of the risk
management structure and the efficiency of the risk man-
agement and reports the results to the Executive Board.
Apart from these measures, our auditor performs an annual
assessment of the suitability of our risk management
structures for the purpose of identifying risks that would
threaten our ability to continue ag a going concern, as
required by the German Stock Corporation Act, section
91(2).

Key risk factors identified and tracked using the enterprise
risk management program are summarized below, broken
down by the same risk categories as we use in our internal
risk management reporting structure.

Economic Risks

» The purchase and implementation of our software prod-
ucts constitutes a considerable investment for many of
our customers, and is therefore subject to an investment
decision-making process. Uncertainties brought about
by changes in political, legal, or social situations can
have an adverse effect on our business, assets, financial
position, and operating results, since they are likely both
to reduce customers' willingness to invest in acquiring
and implementing our products and to delay the timing
of these investments. In this context, particular risks can
emanate from those countries in which, from a historical
perspective, a certain legal and political instability pre-
vails. However, our international orientation and the fact
that we license our products on all significant world
markets give us additional flexibility, because economic
difficulties in one region can be balanced by increased
business activity on other markets. We believe that a
significant adverse impact on our expected business
performance due to a decline in the general economic
situation is unlikely.

We are dependent on a highly networked global infra-
structure. A disruption or failure of our internal systems
or the local and regional infrastructures on which they
depend could result in a disruption in our services or the
sale of our products. Natural disasters, cyber-attacks,
terrorism, disease pandemics, and other factors beyond
our control may influence our normal business opera-
tions. Such conditions can damage the local, regional,
and even the world economy, and affect our investment
decisions as well as those of our customers. Our corpo-
rate headquarters, which includes our executive man-
agement offices as well as cur main research and devet-
opment departments and certain other critical business
functions, is iocated in the German state of Baden-Wiirt-
temberg. A catastrophic event affecting the northern
part of Baden-Wirttemberg could have a highly material
impact on our aperations. Similar catastrophes impact-
ing other key locations such as Bangalore, India;
Ra'anana, Israel; Tokyo, Japan; Newtown Square, Penn-
sylvania, or Palo Alto, California, in the United States;
Shanghai, China; or in Singapore, might also affect our
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global operations, although less severely. The area
where our headquarters is located is generally free of
catastrophic natural exposures although the risks of
cyber-attacks, terrorism, global pandemic, or an accident
involving one of the nearby nuclear power plants does
exist. Qur other key development and infrastructure lo-
cations may have additional regional natural catastrophe
exposures. lsrael is also subject to risk exposures due
to regional political instabilities. A catastrophic event that
results in the loss of significant percentages of person-
nel or the destruction or disruption of operations in our
headquarters or other key locations could affect our
ability to provide normal business services and generate
expected business revenues. However, data redundan-
cies and daily information backup worldwide ensure that
our key IT infrastructure and critical business systems
should not materially be adversely affected. To minimize
possible losses and ensure a coordinated and effective
corporate response, our global GRC organization has

a worldwide business continuity management program
intended to ensure the functionality of our core process-
es in crisis situations.

Our products and services are currently marketed in
over 120 countries worldwide. Sales in these countries
are subject to risks inherent in international business
operations. Such risks include, in particular, the general
economic or political conditions in individual countries,
the conflict and overlap of differing tax structures, regu-
latory constraints such as import and export restrictions,
legislation governing the use of the Internet and the de-
velopment and provision of software and services. In
Brazil, Russia, India, and Ching, certain regulatory con-
straints in the form of, for example, special levies on
cross-border royalty payments and bureaucratic import-
control processes still impede international goods traffic
and business operations. We address these risks by
means of various measures ranging from regular dialog
with law firms, tax advisors, and the authorities of the
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host countries to the initiation of legal proceedings. A
moderate impact on our expected business performance
in the countries in question induced by such regulatory
constraints is nevertheless possible. For the majority of
our important target markets, in particular those of the
EU and North America, the ever-advancing convergence
of legal and tax regulations allows us to assess both the
likelihood and impact of these risks as low.

Market Risks
s Competitors may gain market share because of acquisi-

tions, the acceptance of new development models such
as enterprise service-oriented architecture {enterprise
SOA), and the popularity of new delivery models, such
as "software as a service" (Saa$S). In this context, large
corporations such as IBM and Microsoft expand into our
core market and compete with us more directly via en-
terprise SOA. Additionally, emerging SaaS vendors such
as Salesforce.com are entering our market. Successful
integration of acquired assets by consolidators such as
Oracle and Infor may erode SAP's integrated suite value
proposition. SOA may encourage a shift in buying pat-
terns, encouraging increased custom application devel-
opment to the advantage of tool vendors. Simple Web-
based consumption models may encourage increased
spending on SaaS to SAP's disadvantage. This could
have a material adverse effect on us in a variety of ways,
such as reducing sales due to customer uncertainty and
subjecting us to competition from stronger, established
companies or new peer-group companies. Additionally,
traditional and non-traditional competitors are competing
for finite partner wallet share that may make ecosystem
revenue targets difficult to achieve. We believe that our
strategy of organic growth, fill-in acquisitions, and a
competitive SaaS midmarket offering remains valid for
this environment. Therefore, we consider it unlikely now
that our expected results will be greatly harmed by our
direct competitors’ winning significant segment share
from us. Rather, we see the current wave of consolida-
tion in the IT sector as an opportunity to strengthen our
position. However, we cannot rule out that competitors
may offer more extreme discounts to customers, thus
significantly limiting our profits.




s The continuing trend toward business process cutsourc-
ing (BPO) could result in increased competition through
the entry of systems integrators, consulting firms,
telecommunications companies, computer hardware
vendors, and other IT services providers. The perception
of value created by SAP's products among customers
could be diminished to the extent that outsourcing
providers bundle SAP applications with their services
or provide such services using non-SAP applications.
While most of our revenue is currently derived from
license contracts concluded directly with customers. an
increased trend toward outsourcing business processes
to external providers could have an adverse impact on
our revenue and results. In addition. the distribution of
applications through application service providers (ASP)
or ather SaaS models may reduce the price paid for
SAP products or adversely affect other sales of SAP
products. We are actively countering these risks with
our increasingly successful structured BPO partner pro-
gram and our own on-demand business models and
product ranges. In light of these measures, we still con-
sider the risk of significant impairment to our revenue
and results from competing BPQO providers and SaaS
models as unlikely for the foreseeable future.

= Our large installed customer base has traditionally gener-
ated a large portion of our revenue. Declining customer
satisfaction may lead to their decisions not to renew
their maintenance agreements, not to license additional
products, or not to contract for additional services, or to
reduce the scope of their maintenance agreements. This
could have a significant adverse effect on our revenue.
We consider this unlikely due to the solid growth of busi-
ness with our installed base in the past years and our
forward-looking technological strategy. which has been
acclaimed by both analysts and customers. Furthermore,
customer satisfaction is closely monitored on a global
basis to identify trends and proactively address them.

Business Strategy Risks

» Targeting midsize companies with the aim of building on
our leading position in the midmarket is a key part of
our strategy. [n that context, introducing a new business
model, and expanding our partner ecosystem, and creat-
ing the infrastructure for volume business are all of great
importance. These activities to win new segment share
are all associated with risk that could have an adverse
effect on our financial position and operating results

aside from the risks associated with developing and
launching a new product {discussed in the Product Risk
section). In previous years, we demonstrated an ability
to overcome risks associated with innovative approaches,
and consolidated our leading position in this segment. In
addition, we are confident we can cover our customers’
requirements with shorter time-to-value, minimum risk,
and predictable cost. Therefore, we believe it is unlikely
that planned innovations or new business models will
significantly impair our planned results.

We have entered into cooperative agreements with a |
number of leading computer software and hardware sup-
pliers, and technology providers to ensure that selected
products produced by such suppliers are compatible
with SAP software products. We have also supplement-
ed our consulting and services through alliance partner-
ships with third-party hardware and software suppliers,
systems integrators, and consulting firms. Most of these
agreements are of relatively short duration and nonex-
clusive. In addition, we have established relationships
relating to the resale of some of our software products
by third parties. Most of these third parties or business
partners maintain similar arrangements with our com-
petitors, and some even operate in competition with us.
A decision by these partners to cease cooperating with
us when such agreements or partnerships expire or
come up for renewal could adversely affect the market-
ing of and demand for our software products. However,
this risk has become considerably easier to assess in
recent years because of the ongoing consolidation in the
enterprise software industry. We assess the occurrence
of such a risk event with a significant impact on our ex-
pected business performance to be small because lead-
ing system integrators and IT infrastructure providers
such as IBM and Microsoft, even where in competition
with us, see cooperation agreements as an efficient and
attractive opportunity to raise their own business per-
formance in the enterprise sector. In our view, this also
holds true for our agreement with Oracle, a competitor
of ours, governing SAP's resale of Oracle database
licenses, since we are Oracle’s largest database reseller
worldwide.
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Human Capital Risks Organizational and Governance-Related Risks
= Our highly qualified employees and managers provide » As a stock corporation domiciled in Germany issuing

the foundation for developing and selling new products,
marketing and providing services for existing products,
successfully leading and executing SAP’s business
processes, and thus for securing its financial success.
Ensuring that our workforce feels a long-term commit-
ment to SAP is of utmost importance to us, as is attract-
ing new, highly qualified employees. T companies are

all competing for top talent, so in certain labor markets
the competition for top talent is very tight. Further inten-
sification of competition is likely on the labor market be-
cause of growing demand for well-qualified and experi-
enced professionals (for example, IT, consulting, and
others). Our operations could be adversely affected if a
high number of employees were to leave in quick suc-
cession and qualified replacements were not available. In
light of the ever-increasing competition for highly quali-
fied talents in the 1T industry. there can be no absolute
assurance that we will continue to be able to attract and
retain key performers over the long term, despite the
attractive benefits SAP offers. Therefore, we believe
SAP's attractiveness as an employer will again offer
excellent opportunities to hire selected top talent world-
wide in 2008 with the potential to contribute to SAP's
increased business success in the future. Extra efforts
are being undertaken to mitigate the risk through em-
ployee qualification and development activities, including
but not limited to thorough succession management as
well as through employer benefit programs {for example,
a performance-oriented remuneration system, employer-
financed pension plan, and long-term incentive plan). In
addition, efforts to strengthen management capacities
through management development programs, mentoring
and coaching. and top talent programs have been under-
taken. We therefore assess the risk of a tangible ad-
verse effect on our business operations because of the
departure of key managers and employees as unlikely
now.
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securities listed on a U.S. stock exchange, we are sub-
ject to both German and U.S. governance-related regula-
tory requirements. As mentioned earlier, in 2006 and
2007 we assessed our disclosure controls and proce-
dures and determined they were effective. Nonetheless,
however great our efforts, there can be no assurance
that we will not be held in breach of regulatory require-
ments if, for example, individual employees behave
fraudulently or negligently. We assess the likelihood of

a material future occurrence of such a risk event as
remote due to a significant number of internal control
mechanisms, but we cannot entirely exclude the risk.
Any such event may have a material adverse impact on
our reputation and may lead to decreased business and
stock value performance, although it is difficult to quanti-
fy the risk involved exactly due to the large variety of po-
tential noncompliance scenarios. We continually monitor
new regulatory requirements and take steps to ensure
employee awareness of required standards and our
Code of Business Conduct. In 2007, we centralized our
policy-related compliance programs into a Global Com-
pliance Office. A Chief Global Compliance Officer was
appointed to oversee palicy implementation, training,
and policy enforcement efforts globally. Enforcement
activities are monitored and tracked to allow trending
and risk management analysis and to ensure consistent
policy application throughout the Group.




Communication and Information Risks
= We have undertaken a range of measures in recent

years to mitigate the risk that internal, confidential com-
munications and information about sensitive subjects
such as future strategies, technologies, and products
are improperly or prematurely disclosed to the public.
These measures include Group-wide mandatory security
standards and guidelines relating to external communica-
tions, technical precautions to prevent the transmission
of confidential internal communications over external
communication networks, and the provision of encrypted
hardware equipment to employees who are frequently
exposed to sensitive, confidential information. However,
there is no guarantee that the protective mechanisms
we have established will work in every case. Qur com-
petitive position could sustain serious damage if, for ex-
ample, confidential information about the future direction
of our product development became public knowledge.
In light of these extensive measures, which we regularly
review, we assess the occurrence of such a risk event
as unlikely.

Financial Risks
= Our management and external accounting is in euros.

Nevertheless, a significant portion of our business is
conducted in currencies other than the euro. Conse-
quently, period-over-period changes in a particular cur-
rency can significantly affect our reported revenue and
income. In general, appreciation of the euro relative to
another currency has a negative effect while depreciation
of the euro has a positive effect. Accordingly, the relative
rise in the value of the euro against foreign currencies
such as the U.S. dollar and the Japanese yen in 2007
had an adverse impact on our financial results. We con-
tinually monitor our exposure to currency fluctuation
risks based on balance-sheet items and expected cash
flows, and pursue a Group-wide foreign exchange risk
management strategy using, for example, derivative
financial instruments as necessary. As a result of various
steps we have taken, management of our foreign curren-
cy risk is to a great extent centralized with SAP AG in
Germany. Taking into account the risk management in-
struments mentioned, for SAP AG we regularly quantify
the foreign exchange exposure for the most relevant
currencies (in particular, the U.S. dollar, pound sterling,
Japanese yen, Swiss franc, South African rand, Canadian
dollar, and Australian dollar) using the value-at-rigk

method. We calculate the possible loss of income from
foreign currency influences for a holding period of 10
days and a confidence level of 92%. The following table
shows the value-at-risk calculated based on exposure
figures for our above mentioned main currencies (expo-
sure is defined as the outstanding open items taking into
consideration concluded hedging transactions) at the
end of the fiscal year and the yearly averages for fiscal
years 2006 and 2007. The yearly averages are calculat-
ed using the figures at the end of the relevant quarters.
Our 2007 average value-at-risk and year-end value-at-risk
were significantly higher than in the previous year. This

is chiefly due to the expansion of our hedge horizon from
12 to 15 months and the inclusion of the highly volatile
South African rand in the ambit of our risk management.
in addition, the volatility of almost all of our most rele-
vant foreign currencies has considerably increased.
Consequently, our value at risk significantly increased in
2007.

€ millions Average Average
Dec. 28, for Year Dec. 29, for Year

2007 2007 2008 2006

Value at risk 12.4 136 38 85

Variances or slowdowns in our licensing activity may
negatively affect revenue from services and support,
since such revenues typically lag behind license revenue.
A significant decrease in the percentage of our total
revenue derived from software licensing coutd thus have
an adverse effect on our business, financial position,
operating results, and cash flow. In view of the growing
importance of support revenue and revenue from sub-
scriptions and other software-related services, we
adopted software and software-related service revenue
growth as a measure of our performance. In addition to
our focus on new license revenue, we have started to
tap more continuous product revenue streams such as
subscription fees. Software and software-related servic-
es are thus at the core of our corporate development
strategy, and new offerings support growth in those
fields.
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» SAP’s policy with regard to investment in financial assets
is set out in our internal treasury guideline document,
which is a collection of the rules that apply globally to all
companies in the Group. The weighted average rating
of our financial assets is "A." Predominantly, our financial
investments are short term. Because of our cautious
investment policy. we believe we are not currently ex-
posed to any negative effects on our assets arising out
of the subprime lending crisis, which relates to secured
and unsecured housing loans to borrowers with inade-
quate or poor credit history.

» We use derivative instruments to hedge risks resulting
from future cash flows associated with SAP's employee
stock appreciation rights (STAR) plan. However, there
can be no assurance that the benefits achieved from
hedging the STAR plan will exceed the costs of hedging
the STAR plan.

Project Risks

s Implementation of SAP software is a process that often
involves a significant commitment from our customers in
terms of resources and is subject to a number of signifi-
cant risks over which we have little or no control. Addi-

i tionally, some projects are managed by third parties and

" we may have limnited insight into factors such as imple-

|

[

|

mentation schedules. costs, and project issues. We can-
not provide absolute assurances that protracted installa-
tion times will not continue, that shortages of trained
consultants will not oceur, or that the costs of installa-
| tion projects will not exceed the fixed fees we charge in
some of our customer projects. Unsuccessful customer
implementations projects could resuit in claims from cus-
tomers, harm SAP's image, and cause a loss of future
revenues. However, for various reasons we have been
i trending positively in this risk category for several years.
A tangible adverse impact on SAP's expected business
and earnings from customer project risks is unlikely. On
t  the one hand, our customers now increasingly follow
| modular project approaches to optimize their IT environ-
ment. They embark on sequentially integrated individual
projects with a comparatively low risk profile to realize
specific potential improvement instead of pursuing highly
complex resource-intensive projects to implement an all
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embracing |T landscape. On the other hand, our projects
use a risk management system that is seamlessly inte-
grated into SAP project management methods and safe-
guards successful implementation with coordinated risk
and quality management programs. Risk control and
minimization in customer projects have thus been opti-
mally integrated into our overall risk management sys-
tem. Escalation expenses remain very low, although in
2007 they increased slightly when measured in relation
to the growth of our business. The number of actions
filed against us arising out of our regular operations
once again remained unchanged in comparison with the
preceding year. In our opinion, the remaining individual
risks are adequately considered in our financial planning.
In addition, we have provided adequate insurance cover-
age against a broad range of typical liability scenarios
established on the basis of known project risks. In those
cases where risks result from partner implementation,
we mitigate risks through the sale of safeguarding serv-
ices, inclusion of subject matter experts on partner-led
projects and close relations with the partners in our
Global Alliance program.

Product Risks
= To achieve full customer acceptance, new products and

product enhancements can require long development
and testing periods. Such efforts are subject to multiple
risks, for example, scheduled market launches can be
delayed, market needs and requirements may not be
entirely met, or products may not completely satisfy our
stringent guality standards. Furthermore, new products
and product enhancements may still contain undetected
errors when they are first released. Qur product innova-
tion life-cycle process, which provides strict guality con-
trols at various defined points, was implemented several
years ago to counteract such risks. In addition, we work
in close cooperation with early-stage customers to cor-
rect such errors in the first year following the introduc-
tion of a new software release. There can be no assur-
ance, however, that all such errors can be corrected to
customers' full satisfaction. As a result. it is feasible that
certain customers may bring claims in certain cases for
cash refunds, damages, replacement software, or other
concessions. SAP software products are chiefly used by
customers in business-critical applications and process-
es. This raises the defined risk in the event of actual or
alleged failures of our software products and services.




Our contractual agreements generally contain provisions
designed te limit 5AP's exposure to warranty-related
risks. However, these provisions may not cover every
eventuality or be entirely effective under applicable law,
Such claims could adversely affect our assets, finances,
income, and reputation. Nevertheless, we counter these
risks with thorough project management, project moni-
toring, rigid and regular quality assurance measures cer-
tified according to ISO 9001, and program risk assess-
ments during product development. The generally high
quality of our products is confirmed by our low customer
escalation handling expenses (as described in the
Project Risks section), the tow rate of litigation arising
against us out of our regular operations, and our con-
stantly high customer satisfaction ratings as measured
by regular custormer surveys. Therefore, we believe it

is unlikely that our planned results will be significantly
impaired by product defect claims from SAP customers.
Our products include security features that are intended
to protect the privacy and integrity of customer data.
However, information systems and software applications
are increasingly coming under attack for reasons ranging
from criminal intent to personal financial gain. At the
same time, an increasing number of applications are of-
fered and supplied over the Internet to simplify cross
company processes. Despite our security features, SAP
products may be vulnerable to attacks and similar prob-
lems may be caused by attackers such as hackers by-
passing the security precautions of our customers and
misappropriating confidential information. Attacks by
criminally motivated hackers or similar disruptions could
jeopardize the security of information stored in and
transmitted through the computer systems of our cus-
tomers and lead to claims for damages against us from
customers. We counter this risk with a multilevel ap-
proach. First, our development process includes meas-
ures for preventing security problems, which are subject
to multiple control checks prior to product delivery. Sec-
ondly, all our applications are supplied with a security
guideline intended to enable optimum integration into our
customers’ existing security architecture utilizing the
safety functions delivered by SAP with the product. We
have a specifically dedicated product security team that
is responsible for this. However, in the unlikely event that
any security problems are identified in SAP software,
customers are provided with help to rectify the situation
as quickly as possible. Despite the fact that SAP per-
forms extensive security tests and our products have
not been significantly exposed to major security attacks
so far, it cannot be ruled out that we are exposed to
such attacks.

= We have taken numerous third-party technologies under

license and incorporated them into our portfolic of prod-
ucts. It cannot be ruled out that the licenses for certain
third-party technologies will not be terminated against
our interests or that we will not be able to favorably
license third-party software for our products. This could
lead to short-term replacement problems and to signifi-
cantly higher development expenses. The risk increases
if we acquire a company or a company's intellectual
property assets that have been subject to third-party
technology licensing and product standards less rigor-
ous than our own. Overall, in our assessment this risk is
low. However, we cannot exclude the possibility that

our business performance might be adversely affected
specifically by a product from a business we acquire.

A key component of our strategy for a broad adoption of
the SAP NetWeaver technology platform is offering it to
certified independent software vendors (ISVs) to devel-
op their own business applications. To the extent that
SAP cannot attract a sufficient number of capable ISVs
delivering high-quality solutions based on the platform,
the desired market penetration of SAP NetWeaver may
not be achieved. Any ISV-developed solutions displaying
significant errors may reflect negatively on our reputation
and thus indirectly impede our own business operations.
In addition, as with any open platform design, the greater
flexibility provided to customers to use data generated
by non-SAP software might reduce customer demand to
select and use certain SAP software products. To count-
er this risk, we have established a thorough certification
process for all third-party vendors designed to ensure
that they deliver consistently high quality. In our current
assessment, which is based on our experience of having
successfully certified more than 2,000 third-party solu-
tions built on SAP NetWeaver, the risk of an adverse
effect on our business is low.
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Other Operationa! Risks

» We use many different measures to protect our intellec-
tual property. For example, we apply for patents, we
register trade, service, and other marks, we register
copyright, and we implement procedures and processes
to protect our trade secrets. We are also willing to en-
force our intellectual property rights against third parties
who we believe infringe our intellectuat property rights.
We impose appropriate provisions in our license and
nondisclosure agreements. However, it cannot be ruled
out that all measures to protect our innovations will be
sufficient to prevent a third party from infringing SAP's
intellectual property rights. We could suffer damage
caused by an infringement of our intellectual property
rights that cannot be pursued effectively in the courts.
For example, in some countries in which we market our

software products the local laws and courts do not offer

effective means to enforce our intellectual property
rights.
Software in general includes many compenents or mod-

ules that provide different features and perform different
functions. Some of these features or functions may have

valid intellectual property rights attached to them. SAP
respects the valid intellectual property rights of third
parties. We have been issued patents under our patent

program and have a number of patent applications pend-

ing for our innovations. Nevertheless. there can be no
assurance that, in the future, patents of third parties will
not preclude us from utilizing certain technologies in-our

products, or require us to enter into royalty and licensing

arrangements on terms that are not favorable to SAP.
Third parties have claimed, and may claim in the future,
that we have infringed their intellectual property rights.

alleged patent infringement. For more information about
actions before the Court and claims brought against us,
see Note 24 in the Notes to the Consolidated Financial
Statements section. We do not believe they will have
any material adverse effect on our business, finances,

income, or cash flow. However, any trial involves risk and
potentially substantial legal costs. It is therefore impossi-
ble to exclude for certain the possibility that these cases

could have a material adverse effect on our business,
finances, income, or cash flow. The outcome of these
actions currently before the courts cannot be predicted

to any degree of certainty. We think it likely that SAP will

increasingly be subject to such claims. The legal wran-
gling involved with a claim, with or without merit, can be
time-consuming and often results in costly litigation.
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In 2007, a number of lawsuits were filed against SAP for

Moreover, such actions could result in product shipment
delays, injunctions against the sale of our products or
services, necessitate a complete or partial redesign of
important products, and/or require us to enter into royal-
ty or licensing agreements, which would significantly
impair our results. Royalty or licensing agreements, if
required, may not be available on terms acceptable to
us.

As a software company, we attach great importance to
protecting confidential information and intellectual prop-
erty. There is a danger that someone might gain unau-
thorized access to our facilities and to sensitive material,
and might use such material to SAP's detriment. We
have several physical and organizational barriers to such
unauthorized access, such as multilevel access control,
video surveillance at all key locations, and security per-
sonnel contractors. In our assessment, the risk of mate-
rial impact on our business performance from compro-
mised confidentiality arising out of unauthorized access
is therefore low.

Our core processes (for example, application develop-
ment, sales, customer support, and financial operations)
are highly dependent on [T infrastructure (like networks
and operating systems) and applications (such as SAP
ERP or SAP Customer Relationship Management).
Therefore, a secure and reliable IT operation is important
for SAP’'s business success. Outage of critical infra-
structure can be triggered by problems like malware or
virus attacks, sabotage by hackers, failures during
change management (for example, operating system or
application upgrade), serious natural disasters, or failure
of underlying technology (such as the Internet). This
could disrupt our systems/network or make it inaccessi-
ble to customers or suppliers. These incidents could
lead to a substantial denial of service {(unavailability),
change (breach of integrity), or disclosure (breach of
confidentiality) of SAP’s, our customers’, or our partners’
services or data, causing production downtime, recov-
ery costs, and customer claims. Such incidents would
significantly harm our business. However, a variety of
defense mechanisms is in place that safeguard our T
infrastructure. Examples are state-of-the-art firewalls,
anti-virus software, intrusion detection technology, and
high availability landscapes - including the development
and quality infrastructures. The IT processes are audited
and successfully certified according to SO 9001 (Quali-
ty System) and 1SO 27001 (Information Security Man-
agement System). As a result, our main IT system
enjoyed an average availability of 99.83% in 2007.




= |n the past, we have acquired companies, products, and
technologies to expand our business. Such acquisitions
are atso planned for the future. In particular, our strategy
for growth includes acquiring enterprises to specifically
expand our product portfolio, such as the acquisition of
OutlookSoft and Business Objects. In addition to risks
in the categories already discussed, the risks commonly
encountered in such transactions include the inability
to successfully integrate the acquired business and the
acquired technologies or products with our current prod-
ucts and technologies; a potential disruption of our on-
going business; the inability to retain key technical and
managerial personnel; the assumption of material un-
known liabilities of the acquired companies: the incur-
rence of debt or significant cash expenditure; a potential
adverse impact on our relationships with partner com-
panies, third-party providers of technology or products,
or customers; and regulatory constraints. They could
adversely affect our revenue and income. We counter
these acquisition-refated risks by means of many differ-
ent methodological and organizational measures. These
range from thorough technical, operational, financial, and
legal due diligence checks on the company or assets to
be acquired and a holistic evaluation of material transac-
tion and integration risks before conclusion of any trans-
action to detailed, standardized integration planning and
its execution by a dedicated integration team.

s As a venture capital investor, in the past we acquired
and expect in the future to continue to acquire equity
interests in technology-related companies. Many of
these enterprises currently generate net iosses and
require additional capital outlay from their investors.
Changes to planned business operations may possibly
affect the performance of companies in which SAP
holds investments, and that could negatively affect the
value of our investments. Moreover, under German tax
law, capital losses and impairments of equity securities
are not tax-deductible, which may negatively affect our
effective tax rate. However, this risk is restricted due to
the limited scope of our venture-capital activities, making
a significant effect on planned results unlikely. This risk
is mitigated through diversification of our portfolio and
through active management of our investments.

Consolidated Risk Profile

In 2007, the categories with the highest percentage
scores in our overall risk distribution profile were project
risks, product risks, and other operational risks - all with
similar scores. Next came market risks, strategic planning
risks, and human capital risks - also all with similar scores.
All of those categories together account for 82% as a
portion of all risks in the consolidated profile. All of the
other categories of risk are relatively insignificant to SAP.

None of the quantifiable risks identified by our risk manage-
ment system exceeded the threshold we set (€150 million
expected loss) defining a risk to our ability to continue as
a going concern. The risks identified and quantified by our
continuous operative risk management process continue
the positive trend recorded in the preceding year. The
proportion of “high” and “medium” risks in the risk-level
matrix we use once again decreased in 2007. At the end
of the fourth quarter, the risks categorized as "high” ac-
counted for 2% (2006: 5%), while the proportion of "medi-
um” level risks declined over the course of the year to
13% (2006: 21%). As a result, the proportion of risks
categorized as “low” rose to 84% (2006: 74%). In our
view, the risks identified above do not individually or cumu-
latively threaten our ability to continue as a going concern.
On the contrary, the consolidated risk profile developed
favorably during the course of 2007, and we believe our
business opportunities, described below, will be of far
more significance. In view of our risk profile, we are confi-
dent that we can continue in 2008 to successfully counter
the challenges arising from those risks thanks to our
strong position in the market, our technological leadership,
our highly motivated employees, and our structured
processes for early risk identification.
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Business in the New Year: Early News

a |n January 2008 we took over Business Objects, and
squeezed out the residual minority shareholders in
February. Business Objects is a provider of solutions in
the field of business intelligence. In the Gartner Magic
Quadrant for Business Intelligence Platforms 2008,
Business Objects is in the Leaders segment. Directly
and via channel partners, Business Objects markets
technology, consulting. and training services designed to
deliver the intelligence and solutions that enterprises of
all sizes need to make well informed business decisions.
Our new subsidiary has twin headquarters in San Jose,
California, and Paris, France. Taking into account expect-
ed transaction costs, we estimate that the cost of ac-
quiring Business Objects slightly exceeds €4.8 billion.
The cost includes €0.5 billion, approximately the nominal
value of the outstanding convertible bond, which SAP
acquired as part of the transactions. As a result, the
purchase price for equity-related securities amounts to
approximately €4.3 hillion.

Based on preliminary valuations, we expect to acquire
assets of approximately €1.9 billion to €2 billion including
identifiable intangible assets of about €0.9 hillion and
cash of around €0.8 hillion. The assumed liabilities are
expected to amount to between €1.2 billion and €1.3 bil-
lion, including the acquired convertible bond at face value.
We expect that goodwill resulting from this planned ac-
quisition will be approximately €3.5 billion, which will

not be tax deductible We are still in the process of evalu-
ating the assets, liabilities, and contingencies, so the
figures presented here may still change significantly. The
allocation of goodwill to our reportable segments will
depend on our final management structure, which has
not yet been determined. The goodwill results from ex-
pected synergies and acquired workforce, which are not
identifiable intangible assets under SFAS 142. They
therefore cannot be capitalized separately but are includ-
ed in goodwill. We expect the effect on our U.S. GAAP
earnings per share to be positive in 2009 and subse-
quent years. We expect the acquisition will have a non-
recurring negative effect on our U.S. GAAP earnings per
share in 2008 around the middle of the single-digit euro
cent range. For more information about the effect of the
acquisition of Business Objects, see the discussion of
our operational outlook for 2008 in this review of opera-
tions.
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In taking this step. we are uniting two of the leading
companies in the global T industry. The combination of
Business Objects solutions with our technologies puts
us in a position to offer a unique portfolio of products
that give business users - process owners and decision
makers in business - a full view of the intelligence they
need for effective decision processes. Together, SAP
and Business Objects want to develop top quality solu-
tions for these business users, while continuing to grow
their business with their customer base. One of the
most important elements in our strategy for growth is
increasing our new product revenue, focusing especially
on the business user segment, where we believe de-
mand is growing and is potentially enormous. We believe
this acquisition will accelerate our growth in the business
user segment, give us a competitive edge - most no-
tably in the field of business intelligence software - and
take us nearer our declared aim of doubling our market
potential by 2010.

The Supervisory Board appointed John Schwarz the
seventh member of our Executive Board with effect from
March 1, 2008. John Schwarz is the managing directar
of Business Objects, which is now an independent busi-
ness unit within the SAP Group.

In February 2008, the Great Place to Work institute
once again named us Germany's best employer. For the
fourth year in a row, SAP achieved the top ranking in the
category for companies in Germany with more than
5,000 employees.

We also took various steps to further improve our busi-
ness.




Qutlock

Global Economic QOutlook

The IMF predicts continued growth in the world economy
in 2008, even though the risk that the economy might
slow down had, it says, increased since the second half of
2007. It assumes global output will grow 4.8% in 2008.
Negatives continuing to emanate from the United States,
sustained downward pressure on house prices in some
countries, and persistent high volatility on the credit mar-
kets could all slow the economy, says the IMF.

In addition, it would become more difficult for companies
to obtain funding in view of the general reassessment of
risk and the more austere credit analysis climate. The
OECD expects commodity prices, which were already high
at the end of 2007. to be a further source of difficulty.
Nonetheless, the OECD expects the output of its member
states, which are industrialized countries, to grow 2.3% in
2008 and 2.4% in 2009. In January 2008, the European
Central Bank (ECB} predicted that global economic growth
would remain sturdy overall because the effects of the
weakening U.S. economy would be mitigated by the ener-
gy of the emerging markets.

However, the economists predict highly divergent regional
trends. According to the IMF, in 2008 U.S. total output
would grow as little as 1.9%, held back by persistent
problems on the mortgage market and slack consumer
demand. However, at the end of 2007 the OECD did not
see any reason to assume the U.S. economy would go
into recession in 2008, Unemployment would increase
only slightly, and inflation would slow. At the beginning of
2008, the ECB was basically upbeat about the United
States.

The IMF believes slower growth in the United States would
also make itself felt in closely linked countries. The year
would be especially difficult in countries where the real-
estate market had not yet passed through the full correc-
tion cycle. There were Western European countries in that
category, which is why the IMF expects EU output to grow
only 2.5% in 2008,

It expects growth in the German economy, which is
strongly oriented to exporting, to decline from 2.4% in
2007 to 2.0% in 2008. The OECD believes that in 2008,
growth in the euro area will continue to become more
independent of growth in the United States. Despite falter-
ing global growth, the ECB expects the economy to remain
receptive to goods and services from the euro area in

the medium term.

The IMF predicts that the economies of Asia will show
more vigor, with 4.4% growth in 2008 in the industrialized
countries and 8.8% growth among the emerging
economies in 2008. Of these, it expects Chinese output
to grow 10.0% and Indian output to grow 8.4%. On the
other hand, it expects Japanese cutput to grow only 1.7%.

The IMF expects the volume of world trade to grow 6.7%
in 2008; the OECD's forecast is 8.1% followed by a further
8.1% in 2009,

IT Market: Qutlook for 2008

U.S. market research firm IDC expects the IT market to
retreat to much less spirited growth in 2008, especially in
the United States. It believes vendors will respond by
focusing more on the markets with the lowest saturation
levels.

IDC foresees that larger vendors will also expand into
more service-intensive fields of operation. It expects in-
creased acquisition activity as companies seek to en-
trench their positions in target markets. These include not
only the emerging economies and the midmarket but also
segments such as software on demand, information
management, analytics, and specialized services.

SAP Annual Report 2007 - Financial Information 121




Consequently, IDC expects IT spending to grow 5.5% or
6% in 2008, compared with 6.9% in 2007. Gartner ex-
pects T market expansion (excluding telecommunications)
to be at the top of that range in 2008, at 6.0% (2007:
9.0%}. IDC perceives notable risks for the [T market in the
overall economic trend in the United States, especially

on the U.5. real-estate market. Any retreat there could
persuade companies to severely trim [T budgets.

Turning to the regional perspective, IDC and Gartner both
predict IT sales in the United States, excluding telecommu-
nications, to increase 5.5% in 2008.

IDC foresees stronger [T sales growth in 2008 in the Asia
Pacific region (6.7 %), Eastern Europe (12.4%), and Latin
America (12.9%), although these are generally below the
2007 levels. Gartner has similar expectations, and both
firms expect the expansion of the sector to continue to ac-
celerate in the Latin American countries. IDC sees IT sales
growing 5.9% in Western Europe and 5.2% in Germany.
The German Association for Information Technology.
Telecommunications, and New Media (BITKOM) surveyed
its members and expects business to be upbeat in Ger-
many. Gartner expects the [T market in Western Europe
(excluding telecommunications) to grow 4.7 % in 2008.

IDC expects small businesses and midsize companies to
spend between 8% and 10% more on [T in 2008. Until
recently, many products on offer for small businesses and
midsize companies were actually packaged products for
big corporations, but with minor functiona! adaptations

or reduced prices. However, software vendors were now
creating specially tailored midmarket offerings and solu-
tions, IDC reported. It was a strategy with considerable
potential for sales, it said.
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IDC expects the global hardware market to expand 5.7%
and the services market to expand 6.3% in 2008. It sees
spending on packaged software growing 8.5%. IDC sees
the market for specialized applications expanding only
7.5% in 2008, whereas Gartner's prediction of 8.7% seg-
ment growth is more optimistic. Both of these worldwide
leaders in IT market analysis envision a less buoyant
information technology market overall in the medium term.
They both consider that much of the potential for pack-
aged software products is spent. They believe it is time for
specialized markets in software applications and hardware
deployment to develop.

SAP Moving Forward

Strategic Perspectives

Our strategy is to consolidate our market position in our
traditional core business and continue to build our new
business with smaller companies. This positions us to
address the entire business software market - enterprises
of all kinds and sizes.

Expanding Qur Traditional Core Business

There is considerable potential for growth in our traditional
core business with many global corporations and compa-
nies in the upper midmarket. Enterprise SOA is the basis
for building a business process platform. A business
process platform enables us, with our partners, to provide
an ecosystem that opens the door to competitive edge for
our customers - with more flexible, more efficient busi-
ness models and processes.

We intend to consolidate our leadership in our traditional
core business with large global and upper midmarket cus-
tomers. The trend is for such customers to enter into long-
term strategic relationships with us. SAP Business Suite is
an entire family of business applications that offers much
greater functional scope than isolated solutions. We intend
to actively target key industries such as financial services,
retail, the public sector, and communications. Migration of
our customers from SAP R/3 to SAP Business Suite
strengthens our position.




By actively supporting solution, channel, and service part-
ners in the SAP PartnerEdge program, we intend to con-
tinue nurturing the broad ecosystem around our cus-
tomers. Such an ecosystem will help us serve customers
with a wider spectrum of offerings while targeting their
particular wants more specifically - which will benefit all
parties involved: the customers, our partners, and us,

Our ecosystem is based on enterprise SOA and a business

process platform, comprising:

» Process components that implement enterprise services
in & robust and reusable fashion

» An Enterprise Services Repository of business process
and object models

» The SAP NetWeaver technology platform to integrate
and run service-enabled business applications

» The SAP NetWeaver Composition Environment to plan
and build flexible and innovative business processes

We also intend to accelerate our growth in the field of
applications for business users. These include data analy-
sis, governance, risk management, and compliance. With
this in mind, we acquired Business Objects early in 2008.
There is a growing variety of different circumstances in
which people use SAP applications. For example, Duet
lets people use our software together with Microsoft
Office, and mobile devices support the non-desktop use
of systems running our applications.

SAP Business All-in-One, which we market with partners,
is another factor in maintaining our leading position in the
upper midmarket segment.

We intend to further consolidate our position as the
world's most successful maker of business software by
ensuring that each region contributes more evenly to our
earnings. We intend to continue increasing the revenue
we derive from our core markets - but also from growth
markets, especially Brazil, Russia, India, and China (the
BRIC countries).

Developing New Business with Smaller Companies
SAP Business ByDesign is a complete software solution
for businesses in the 100 to 500-employee size range -~
fast growing companies that typically have not experi-
enced integrated business solutions before.

We estimate that in Germany and the United States alone
there are about 60,000 such companies, and that the
potential total world market is worth more than €11 billion
or US$15 billion.

To tap potential business in the lower midmarket in the
years to come, over an eight-quarter period in 2007 and
2008 we intend to invest about €300 million to €400 million
more in sales channels, processes, infrastructure, and
human resources, all oriented toward new customer rela-
tionships and a big. diversified partner ecosystem.

Organic Growth and Targeted Acquisitions

We remain strategically committed to primarily organic
growth. That is why we will continue to invest in product
development work of our own, along with our investment
in infrastructure, sales, and marketing. Qur platform strate-
gy also enables us to leverage the innovative potential

of our partners for the use of our customers, We expect
to make targeted acquisitions to improve our coverage in
key strategic fields. To accelerate our growth in the field of
business intelligence, we have acquired Business Objects
S.A

Operational Qutlook for 2008: Profitable Growth

in 2008, we plan to continue to build new business around
SAP Business ByDesign and the related business model.
We also plan to focus on rapidly integrating Business
Objects and harvesting our new opportunities in the field
of applications for business users.
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Assuming an effective tax rate between 31.0% and 31.5%
based on U.S. GAAP income from continuing operations,
our outlook guidance for fiscal year 2008 is as follows:

» We expect fullyear 2008 non-U.S. GAAP software and
software-related service revenue. which has been
adjusted for a non-recurring deferred support revenue
writedown of approximately €180 million from the acqui-
sition of Business Objects, to increase between 24% and
27% on a constant currency basis (2007: €7.427 billion).
We expect SAP's business, excluding the contribution
from Business Objects, to contribute 12 to 14 percent-
age points to this growth.

s We expect our full-year 2008 non-U.S. GAAP operating

margin, which has been adjusted for a non-recurring

deferred support revenue writedown from the acquisition
of Business Objects and acquisition-related charges, to
be between 27.5% and 28.0% on a constant currency

basis {2007 non-U.S. GAAP operating margin: 27.3%).

The 2008 non-U.S. GAAP operating margin outlook in-

cludes accelerated investments of €175 to €225 million

{2007: €125 million) in building a business around the

new SAP Business ByDesign solution to address new,

untapped segments in the midmarket.

We plan to increase our headcount by about 4,000 FTEs

in 2008, and we expect 10% of the new jobs to be in

Germany. Those numbers do not include the hirings

resulting from the acquisition of Business Objects.

We intend to continue our proven strategy of returning

excess liquidity to our shareholders in 2008. We there-

fore intend to buy back shares in 2008 and, if the Annual

General Meeting of Shareholders so resclves, we will

pay a dividend that provides a payout ratio of about

31%.

Excepting acquisitions, our planned capital expenditures
for 2008 will be covered in full by operating cash flow and
will chiefly be for completing new office buildings at various
locations. We intend to further strengthen our healthy
financial situation.
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Among the assumptions underlying this outlook are an
economic environment as described in this review and
customer purchasing behavior exhibiting the accustomed
seasonality with sales peaking in the fourth quarter.

Qutlook to 2010

In the medium term, we expect further advances and
continuing revenue growth, Our strategy is to increase
software and software-related service revenue, which
comprises software and maintenance revenue and sub-
scriptions and other software-related services.

The completion of our enterprise SOA development road
map {(which means all SAP solutions now run on a business
process platform), the introduction of our SAP Business
ByDesign solution, and our acquisition of Business Objects
will open up potential for us to address more markets. We
estimate that the total volume of the software and soft-
ware-related services segment of the markets in which we
now operate and will operate in the future will grow from
currently about US$36.7 billion to about US$75 billion by
2010.

By 2010, we hope to increase our customer numbers to
about 100,000.

We see our new business with SAP Business ByDesign
as an opportunity worth about US$1 billion by 2010 and
we look ahead to approximately 10,000 new customers
per year from then. We believe we will be able to drive the
margin on the new business up toward the operating
margin on our established business. We expect continued
double-digit percentage growth in our established core
business in the years ahead.




CONSOLIDAUTED FIMANGIAL SURTTEHENTS

Consolidated Statements of Income
for the years ended December 31,

€ millions, unless otherwise stated Note 2007 2006 2005
Software revenue 3.407 3.003 2,743
Support revenue 3.838 3.464 3,170
Subscription and other software-related service revenue 182 129 42
Software and software-related service revenue 7.427 6,596 5,955
Consulting revenue 2221 2,249 2,071
Training revenue 410 383 342
Other service revenue 113 96 kA
Professional services and other service revenue 2,744 2,728 2,484
Other revenue 71 69 70

Total revenue (5) 10,242 9,363 8,509
Cost of software and software-related services -1,310 -1,091 - 983
Cost of professional services and other services - 2,001 - 2,073 - 1,925
Research and development - 1,458 -1,335 - 1,089
Sales and marketing (6} - 2,162 -1,908 - 1,746
General and administration - 508 - 464 - 435
Cther operating income, net 7 17 56 6

Total operating expenses -7.510 - 6815 -~ 6,172

Operating income 2,732 2,578 2,337
Other non-operating income/expense, net (8) 1 -12 -25
Financial income, net (9) 124 122 11

Income from continuing operations before income taxes 2,857 2,688 2,323
Income taxes (10) - 921 - 805 - 818
Minority interests -2 -2 -3

. Income from continuing operations 1,934 1,881 1,502
Loss fram discontinued operations, net of tax {11} ~-15 - 10 -6
"Net income 1,919 1.871 1,496
Earnings per share from continuing operations - basic in € (12) 1.80 1.53 1.24
Eamings per share from continuing operations - diluted in € {12) 1.60 1.53 1.21
Earnings per share from net income - basic in € {12) 1.59 1.53 1.21
Earnings per share from net income - diluted in € {12} 1.59 1.52 1.20
The accompartying Nates are art ntegral part of these Consolidated Financial Statements
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Consolidated Balance Sheets
as of December 31,

Assets
€ millions Note 2007 2006
Cash and cash equivalents (13) 1,608 2,399
Restricted cash (13) 550 1]
Short-term investments (13) 598 a3
Accounts receivable, net (14) 2,895 2,440
Other assets (18) 541 37
Deferred income taxes (10) 125 108
Prepaid expenses/deferred charges 76 75
Assets held for sals (11) 15 o
Current assats 6,408 6,324
Goodwill (16) 1,423 087
Intangible assets, net (16) 403 263
Property, plant, and equipment, net (17) 1,316 1,206
Invastments (13) 89 95
Accounts receivable, net (14) 3 3
Other assats (15) 585 533
Deferred income taxes (10) 146 69
Prepaid expenses/deferred charges 23 23
Noncurrent assets 3,958 3179
"Total assots - 10,366 9,503
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Liabilities, Minority interests and Shareholders’ equity

€ millions Note 2007 2006
Accounts payable (18) 115 610
Income tax obligations 34 261
Other liabilities (18) 1,456 1.288
Provisions (19) 154 163
Deferred income taxes (10} 47 36
Deferred income {5) 477 405
Liabilities held for sale {11} 9 0

Current liabilities 3.199 2,773
Accounts payable (18} 10 34
Income tax obligations 90 67
Cther iiabilities (18} 79 73
Provisions {19} 389 339
Deferred income taxes {10} 73 16
Deferred income (s} 42 55

Noncurrent liabilities 663 584

Total liabilities 3,862 3,357

Minority interests 1 10
Common stock, no par value 1,246 1,268
Authorized - Not issued cr outstanding:

480 million and 495 millicn shares at December 31, 2007 and 2006

Authorized - Issued and outstanding:

1,248 million and 1,268 million shares at December 31, 2007 and 2006

Treasury stock -1,734 -1,742

Additional paid-in capital 347 332

Retained earnings 7.159 6,589

Accumulated other comprehensive loss - 515 -314

Shareholders’ equity {20) 6,503 8,136

\ Total liabilities, Minority interests and Shareholders' equity 10,366 9,503

The accompanying Notea are an integral part of these Consolidated Financial Statements |

SAP Annual Report 2007 - Financial Information 127




Consolidated Statements of Comprehensive Income
for the years ended December 31,

€ millicn, unless otherwise stated 2007 2006 2005
Net Income 1,919 1.81 1,496
Lurrency translation adjustments
(tax 2007: 0; 2006: 0; 2005: 0) - 194 - 149 121
Unrealized holding gains/losses on marketable securities
{tax 2007: 0; 2006: 0; 2005: 1) -2 -8 2
Reclassification adjustments on marketable securities for gains/losses included in net income
{tax 2007: 0; 2006: -1: 2005: Q) -1
Net unrealized gains/losses on marketable securities -3 -6
Unrecognized pension costs
(tax 2007: 1; 2006: 2; 2005: 2) -1 -12 -1
Unrealized foreign currency cash flow hedge gains/losses
{tax 2007: -6; 2006: - 15; 2005: 11) 55 a1 -30
Reclagsification foreign currency cash flow hedge adjustments for gains included in et income
{tax 2007: 4; 2006: 4; 2005: 2) -43 -10 -5
Net unrealized foreign currency cash flow hedge gains/losses 12 k3| -35
Unrealized gains on STAR hedge
{tax 2007: -3; 2006: -13; 2005: -27) 10 37 78
Reclassification agjustments on STAR hedge for gains included in net income
{tax 2007: 9; 2006: 39; 2005: 4) -28 - 111 -13
Met unrealized gains/losses on STAR hedge -18 -74 65
Currency effects from intercompany long-term investment transactions
{tax 2007: 0; 2006: 0; 2005: 0) -5 -2 43
Tax on income and expense recognised directly in equity 5 16 -7
Other comprehensive income/loss - 204 - 220 188
Total comprehensive income 1,715 1,651 1,684

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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Consolidated Statements of Shareholders’ Equity
for the years ended December 31,
€ millions, unless otherwise stated Accumulated
other
Additional Retained comprehensive
Common stock paid-in capital earnings income Treasury stock Total
January 1, 2005 318 302 4824 =279 - 569 4,504
Net income ] 8] 1,496 0 0 1,496
Cther comprehensive income/loss,
net of tax 0 0 0 188 0 188
Total comprehensive income/loss o [i] 1,496 188 0 1,684
Share-based compensation o - 36 0 0 1] -36
Dividends 0 o - 340 0 [ - 340
Cancellation of treasury stock 0 V] 0 1] 0 0
Other treasury stock transactions 0 48 0 0 - 206 - 158
Convertible bonds and stock options
exercised 0 42 0 0 0 42
Other 0 -4 0 0 0 -4
December 31, 2005 316 352 5,980 -91 -775 5.782
Net income 0 Q 1.871 0 0 1871
Other comprehensive income/loss,
net of tax ¢ 0 - 220 V] - 220
Total comprehensive income/loss ] 1.871 =220 0 1,651
Share-based compensation 1] 18 0 0 o 18
Dividends 0 - 447 0 0 - 447
Cancellation of treasury stock 0 0 0 0 0
Other treasury stock transactions 0 44 0 0 - 967 -923
Convertible bonds and stock options
exercised 1 49 0 0 1] 50
Issuance of commen stock 951 -135 - 816 0 1] 0
Other 0 4 1 0 1] 5
December 31, 2006 1,268 332 6,589 =311 -1,742 65,136
Net income 0 0 1919 0 o 1.919
Other comprehensive income/loss,
net of tax 0 0 o] - 204 c - 204
Total comprehansive income/loss 0 0 1,919 - 204 0 1,715
Share-based compensation 0 - 40 V] 0 0 -40
Dividends 4] v} - 556 Q 0 - 556
Cancellation of treasury stock -23 o - 796 0 819 o
Other treasury stock transactions 0 12 4] 0 -811 - 79%
Convertible bonds and stock options
exercised 1 43 0 0 0 44
Other 0 0 3 0 0 3
December 31, 2007 1,246 347 7.159 - 515 - 1,734 6,503
This Stetement ig an integral part of Note 20
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Consolidated Statements of Cash Flows
for the years ended December 31,

€ millions 2007 2006 2005
Met income 1,919 1.8 1,496
Net income from discontinued operations 15 10 6
Minority interests 2 2 3
Income from continuing operations before minerity interests 1.936 1,883 1,505
Adjustments to reconcile income before minority interests to net cash provided by operating activities:
Depraciation and amortization 261 214 204
Gains/losses from equity investees ! 1 -1
Gains/losses on disposal of intangible assets and property, plant, and equipment 1 -2 -5
Losses on disposal of investments -2 1] -1
Writeups/downs of financial assets 8 1] 14
Allowances for doubtful accounts 0 - 40 -25
Impacts of STAR hedging 21 - 79 7
Stock-based compensation including income tax benefits 13 82 50
Excess tax benefit from stock-based compensation V] -3 0
I Deferred income taxes 8 -2 - 16
Change in accounts receivable =521 =230 - 295
Change in other assets - 322 =216 - 63
Change in accrued and other liabilities 423 130 164
Change in deferred income 123 117 74
Net cash provided by operating activities from continuing operations 1,950 1,855 1,612
Acquisition of minority interests in subsidiaries -48 0 - 60
Business combinations, net of cash and cash equivalents acquired - 672 - 504 -177
Purchase of intangible assets and property, plant, and eguipment - 401 - 365 - 253
Proceeds from disposal of intangible assets and property, plant, and equipment 27 29 17
Cash transferred to restricted cash accounts - 550 0 0
Purchase of investments - 768 - 2,055 - 4,485
Sales of investments 1,025 2,765 4,388
Purchase of other financial assets -20 -17 -17
Sales of other financial assets 15 15 13
Net cash used in investing activities from continuing operations - 1,392 -132 - 574
Dividends paid - 556 - 447 - 340
Purchase of treasury stock - 1,005 « 1,149 - 454
Proceeds from reissuance of treasury stock 156 165 205
Proceeds from issuance of common stock (stock-based compensation) 44 49 43
Excess tax benefit from stock-based compensation 3 ¢}
Repayment of bonds -1 [4]
Proceeds from short-term and long-term debt 47 44 338
Repayments of short-term and long-term debt - 48 -43 -339
Proceeds from the exercise of equity-based derivative instruments {STAR hedge) 75 57 39
Purchase of equity-based derivative instruments (STAR hedge) 0 -53 - a7
Net cash used in financing activities from ¢ontinuing operations - 1,287 -1,375 - 555
Effect of foreign exchange rates on cash and cash equivalents -49 -3 88
Net cash used in operating activities from discontinued operations -12 -8 -4
Net cash used in investing activities from discontinued operations -1 -2 -9
MNet cash used in finaneing activities from discentinued operations 0 1] 0
Net cash used in discontinued operaticns -13 -10 -13
Net change in cash and cash equivalents - 791 335 558
Cash and cash equivalents at the beginning of the period 2,399 2,064 1,506
Cash and cash equivalents at the end of the period 1,608 2,399 2,064

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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NOUES 7O THE CONSOUIDAUED FINANGIL

SUEENTS 2007

A. Basis of Presentation

{1) General

The accompanying Consolidated Financial Statements of
SAP AG and its subsidiaries (collectively, "we", "our”,
"SAP", or "Company”) have been prepared in accor-
dance with generally accepted accounting principles in the
United States of America (“U.S. GAAP"),

We are an international corporation with headquarters in
Walldorf. Germany. We develop, market, and sell a variety
of software solutions, primarily enterprise application soft-
ware products for organizations including corporations,
government agencies, and educational institutions. We
also offer support and other services (including consulting
and training) related to our software offering. For more
information, see Note 28.

Certain amounts reported in previous years have been
reclassified to conform to the 2007 presentation. In the
first quarter of 2007 we changed the presentation of our
consolidated statements of income. We believe that the
new presentation shows more transparently our potential
new revenue streams. We renamed what we previously
called Maintenance revenue to Support revenue; we
renamed what we previously called Software and mainte-
nance revenue to Software and software-related service
revenue; and we now show Subscriptions and other soft-
ware-related service revenue as a separate component
within Software and software-related service revenue. This
new item includes revenue from subscriptions, software
rentals and time-based licenses, hosted and other on-
demand solutions, and other software-related services.
We also renamed what we previously called Service rev-
enue to Professional services revenue. Furthermore, we
now show revenue from Other services as an additional
item within Professional services revenue. Finally, we re-
classified and renamed various expense categories to cor-
respond with the revised revenue items. For more informa-
tion, see Note 5.

Amounts included in the Consolidated Financial State-
ments are reported in millions of euros ("€ millions"} un-
less otherwise stated.

During 2007 we commiitted to a plan o sell the business
of certain of our subsidiaries. The assets and liabilities
associated with these operations to be discontinued have
been presented as "held for sale” in the 2007 consolidat-
ed balance sheet. The results of operations and cash
flows related to these operations to be discontinued have
been presented separately as “discontinued operations”
in the 2007 consolidated statements of income and cash
flows, respectively. As required by U.S. GAAP, the prior
year consolidated statements of income and cash flows
have been adjusted retrospectively to present discontin-
ued operations separately. Except as otherwise indicated,
the information presented in these Notes refer to our con-
tinuing operations. Please refer to Note 11 for further in-
farmation about our discontinued operations.

We operate in a dynamic and rapidly changing environ-
ment that involves numerous risks and uncertainties, many
of which are beyond the Company’s control. We derive a
substantial portion of our revenue from software licenses
and software-related services sold to customers in Ger-
many, the United States, the United Kingdom and Japan.
Our future revenue and income may be adversely affected
by a prolonged economic slowdown in any of these coun-
tries or elsewhere. Further, a significant portion of our
business is conducted in currencies other than the euro.
As a result, our Consolidated Financial Statements are
presented in euros, which is the functional currency of
SAP AG. We continually moniter our exposure to foreign
currency exchange risk and have a Company-wide foreign
currency exchange risk policy under which we may hedge
such risks with certain financial instruments. However,
fluctuations in foreign currency exchange rates, especially
the value of the U.S. dollar, pound sterling, Japanese yen,
Swiss franc, Canadian dollar, and Australian dollar could
significantly impact our reported financial position and
results of operations.
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(2} Scope of Consolidation

The Consolidated Financial Statements include SAP AG
and all of its subsidiaries that are controlled directly or indi-
rectly by SAP AG. SAP does not consolidate any special
purpose entities (SPE) as it does not have any financial or
nonfinancial interests in SPEs.

All SAP entities prepare their financial statements as at
December 31. All financial statements used for consolida-
tion purposes were prepared using the same U.S. GAAP
accounting and valuation principles applicable for the
respective period. Intercompany transactions and balances
relating to consolidated entities have been eliminated.

The following table summarizes the change in the number
of legal entities included in the Consolidated Financial
Statements. Included in our additions to consolidated legal
entities is a newly founded entity in which we hold only
49% of the voting shares. Due to the fact that the majority
shareholder has entered into an agreement with SAP that
allows SAP to fully control the entity, receive all benefits,
and incur all risks. we fully consolidate this entity as we
consolidate any other of our operating entities:

(3) Summary of Significant Accounting Policies

Use of Estimates

The preparation of the Consolidated Financial Statements
requires us to make estimates and assumptions that affect
the reported amounts of assets and liabilities, disclosure
of contingent assets and liabilities at the date of the Con-
solidated Financial Statements, and the reported amounts
of revenues and expenses during the reporting periods. In
making our estimates, we consider historical and forecast
information, as well as regional and industry economic
conditions in which the Company or its customers operate,
changes to which could negatively impact our estimates, in
particular when assessing revenues and costs, the valua-
tion and recoverability of receivables, investments and
other assets, and tax positions. Actual results could differ
from original estimates.

132 SAP Annual Report 2007 - Financial Information

Number of Legal Entities Consolidated in the
Financial Statements

German Foreign Total

12/31/2006 21 94 115
Additions 2 24 26
Disposals 0 -2 -2
112/31/2007 23 116 139

The changes in the scope of companies included in the
Consolidated Financial Statements during 2007 did not
have a significant effect on the comparability of the Con-
solidated Financial Statements presented. The additions
refate to seven newly founded entities and to 19 legal
entities added in connection with acquisitions. The dispos-
als are due to mergers of consclidated legal entities.

Equity Method Investments

In 2007, four companies in which we do not have a con-
trolling financial interest but over which we can exercise
significant influence on operating and financial policies
(" equity method investments”), are accounted for using
the equity method (2006: five entities).

Our financial position, income. and cash flows are subject
to numerous risks and uncertainties. Factors that could af-
fect the Company's future financial statements and cause
actual results to differ materially from current expectations
include, but are not limited to, further adverse changes in
the global economy, consolidation and intense competition
in the software industry, declines in customer demand in
the most important markets in Europe, the United States,
and Asia, as well as fluctuations in currency exchange
rates.




Basis of Measurement

The Consolidated Financial Statements have been pre-

pared based on the historical cost basis except for the

following:

s Derivative financial instruments are measured at fair
value

» Available for sale financial assets are measured at fair
value

= Liabilities for cash-settled share-based payment arrange-
ments are measured at fair value

Where applicable, information about the methods and as-
sumptions used in determining fair vatues is disclosed in
the notes specific to that asset or liability.

Business Combinations

We account for all business combinations using the pur-
chase method. As of the date of acquisition, we allocate
the purchase price to the fair values of the assets acquired
and liabilities assumed.

Foreign Currencies

The functional currency of our foreign operations is the
local currency. The assets and liabilities of our foreign op-
erations where the functional currency is not the euro are
translated into euros using period-end closing exchange
rates, whereas items of income and expense are translat-
ed into euros using average exchange rates during the re-

spective periods. The resulting foreign currency translation
adjustments are included in Accumutated other compre-
hensive income/loss in the consolidated statements of
comprehensive income ("SOCI"). Currency effects from
intercompany long-term investments relate to intercom-
pany foreign currency transactions that are of a long-term
investment nature and are also included in Accumulated
other comprehensive income/loss in the SOCI.

Transactions in foreign currencies are translated to the
respective functional currencies of Group entities at the
exchange rates at the dates of the transactions. Monetary
assets and liabilities that are denominated in foreign cur-
rencies other than the functional currency are remeasured
at the period-end closing rate with resulting gains and
losses reflected in Other non-operating income/expense,
net in the Consolidated Statements of Income.

QOperating cash flows are translated into euros using
average exchange rates during the respective periods
whereas investing and financing cash flows are translated
into euros using the exchange rates in effect at the time
of the respective transaction. The effects on cash due to
fluctuations in exchange rates are shown in a separate line
in the Consolidated Statements of Cash Flows.

Exchange Rates
The exchange rates of key currencies affecting the Com-
pany were as follows:

Equivalent to 1€ Closing rate as at December 31, Annual average exchange m
2007 2006 2007 2006 2005
U.S. dollar uso 1.472% 1.317C 1.3777 1.2611 1.2360
Pound sterling GBP 0.7334 0.6715 0.689C 0.6800 0.6827
Japanese yen JPY 164.93 156.93 161.43 147.02 137.08
Swiss franc CHF 1.6547 1.6069 1.6446 1.5757 1.5478
Canadian dollar caD 1.4449 1.5281 1.4623 1.4286 1.4908
Australian dollar AUD 1.6757 1.6681 1.6368 16715 1.6248
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Revenue Recognition

We derive our revenues from the sale or license of our
software products and of support, subscription, consult-
ing, development, training, and other professional services.
The vast majarity of our software arrangements include
support services and many also include professional serv-
ices and other elements.

We recognize revenue pursuant to the requirements of
the American Institute of Certified Public Accountants
("AICPA") Statement of Position 97-2, Software Revenue
Recognition ("SOP 97-2"). as amended. Revenue on mul-
tiple-element arrangements is recognized using the resid-
val method when company-specific objective evidence

of fair value exists for all of the undelivered elements (for
example, support, consulting. or other services) in the
arrangement, but does not exist for one or more delivered
elements (for example, software). We allocate revenue

to each undelivered element based on its respective fair
value which is the price charged when that element is sold
separately or, for elements not yet sold separately, the
price established by our management if it is probable that
the price will not change before the element is sold sepa-
rately. We allocate revenue to undelivered support services
based on a company-wide rate charged to renew the
support services annually {such renewal rates represent

a percentage of the discounted software license fee
charged to the customer, the vast majority of our cus-
tomers renew their annual support service contracts). We
defer revenue for all undelivered elements and recognize
the residual amount of the arrangement fee attributable to
the delivered elements, if any, when the basic criteria in
SOP 97-2 have been met.

Under SOP 97-2, provided that the arrangement does not
involve significant production, modification, or customiza-
tion of the software, software revenue is recognized when
all of the following four criteria have been met:

1. Persuasive evidence of an arrangement exists

2. Delivery has occurred

3. The fee is fixed or determinable, and

4. Collectibility is probable.
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If at the outset of an arrangement we determine that the
arrangement fee is not fixed or determinable, revenue

is deferred until the arrangement fee becomes due and
payable by the customer. If at the outset of an arrange-
ment we determine that collectibility is not probable,
revenue is deferred until payment is received. Almost none
of our software license agreements include acceptance
testing provisions. If an arrangement allows for customer
acceptance testing of the software, we defer revenue until
the earlier of customer acceptance or when the accept-
ance right lapses.

We usually sell or license software on a perpetual basis.
Occasionally, we license software for a specified time.
Revenue from short-term time-based licenses, which gen-
erally include support services during the license period, is
recognized ratably over the license term. Revenue from
multi-year time-based licenses that include support servic-
es, whether separately priced or not, is recognized ratably
over the license term unless a substantive support service
renewal rate exists, in which case the amount allocated to
software based on the residual method is recognized as
software revenue once the basic criteria in SOP 97-2 have
been met. Revenues from time-based licenses were not
material in any of the periods presented.

Arrangements for unspecified future software updates,
upgrades and enhancements and technical product sup-
port are support service contracts. Support revenues are
recognized ratably over the term of the support service
contract, typically one year, and are classified as support
revenue in the Consolidated Statements of Income. In
contrast, arrangements for unspecified future additional
software products are subscriptions. Revenue from such
arrangements is recognized ratably over the term of the
arrangement beginning with the delivery of the first prod-
uct. Revenues from subscriptions were not material in any
of the periods presented.

We recognize revenue from arrangements involving re-
sellers on evidence of sell-through by the reseller to the
end customer. We have a history of honoring contingent
rights if we become aware that a reseller has granted
contingent rights to an end-customer, although we have no
contractual obligation to do so and we therefore defer
revenue recognition until a valid license agreement has
been entered into without contingencies or, if applicable,
until the contingencies expire.




In multiple-element arrangements involving software and
consulting, training, or other professicnal services that
are not essential to the functionality of the software, the
service revenues are accounted for separately from the
software revenues.

For short-term time-based licenses we allocate a portion
of the arrangement fee to support revenue based on the
estimated fair value of the support services.

We recognize consulting, training, and other professional
service revenues when the respective services are
performed. Consulting revenues are recognized on a time-
and-materials basis or using the proportional performance
method. Consulting services primarily comprise imple-
mentation support related to the installation and configura-
tion of the Company’s software products and do not
typically involve significant production, modification, or
customization of our software.

Revenues for arrangements that involve significant produc-
tion, modification, or customization of the software and
those in which the services are not available from third-
party vendors and therefore are deemed essential to the
software, are recognized, depending on the fee structure,
on a time-and-materials basis or using the percentage

of completion method of accounting, based on direct labor
costs incurred to date as a percentage of total estimated
project costs required to complete the project. If we do
not have a sufficient basis to measure the progress of
completion or to estimate the total contract revenues and
costs. revenue and costs are deferred until the project is
complete and, if applicable, final acceptance is received
from the customer. If the arrangement includes elements
that do not qualify for contract accounting (for example
support services and hosting) such elements are account-
ed for separately provided that the elements have stand-
alone value and that company-specific objective evidence
of fair value exists. When total cost estimates exceed
revenues in an arrangement, the estimated losses are rec-
ognized immediately based on an average fully burdened
daily rate applicable to the unit delivering the services,
which consists of costs allocable to the arrangement.

We enter into joint development agreements with cus-
tomers to leverage their industry expertise and provide
standard software solutions for selected vertical markets.
These customers generally contribute cash, resources,
and industry expertise in exchange for license rights for
the future solution. We recognize software revenue in con-
junction with these arrangements based on the percent-
age of completion method. If we do not have a sufficient
basis to measure the progress of completion, revenue is
recognized when the project is complete and, if applicable,
final acceptance is received from the customer,

The assumptions, rigsks, and uncertainties inherent in the
application of the percentage of completion method and
the propartional performance method affect the timing and
amounts of revenues and expenses reported. Numerous
internal and external factors can affect estimates, including
direct labor rates, utilization, and efficiency variances.
Changes in estimates of SAP's progress towards comple-
tion and of contract revenues and contract costs are
accounted for as cumulative catch-up adjustments to the
reported revenues for the applicable contract.

Hosting and other on-demand services are recognized
ratably over the term of the individual contract. Revenues
from hosting and other on-demand services are classified
as Other service revenue and were not material in any of
the periods presented.

We account for out-of-pocket expenses invoiced by SAP

and reimbursed by customers as support. consulting, and
training revenues, depending on the nature of the service
for which the out-of-pocket expenses were incurred.

If a support or subscription customer is specifically identi-
fied as a bad debtor, we stop recognizing revenue except
to the extent that the fees have already been collected.

We record sales net of applicable sales taxes.
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Research and Development

All research and development costs are expensed as in-
curred. Development activities involve a plan or design for
the production of new or substantially improved products.
We have determined that technological feasibility for our
software products is reached shortly before the products
are available for sale. Costs incurred after technological
feasibility is established have not been material.

Government Grants

We record government grants when it is reasonably as-
sured that we will comply with the relevant conditions and
that the grant will be received. Our government grants
generally represent subsidies for activities specified in the
grant. As a result, government grants are recognized as

a reduction of the related expense when earned.

Advertising Costs

Advertising costs are included in Sales and marketing ex-
penses and are expensed as incurred. Our contributions
to resellers that allow our resellers to execute qualified and
approved marketing activities are recognized as an offset
to revenue unless we obtain a separate identifiable benefit
for the contribution and the fair value of such benefit is
reasonably estimable.

Leases

We are a lessee of property, plant, and equipment, mainly
buildings and vehicles, under operating leases that do not
transfer to us the substantive risks and rewards of owner-
ship. Rent expense on operating leases is recognized

on a straight-line basis over the life of the lease including
renewal terms if, at inception of the lease, renewal is
reasonably assured.

Some of our operating leases contain lessee incentives,
such as up-front payments of costs or free or reduced pe-
riods of rent. Such incentives are amortized over the life of
the lease such that the rent expense is recognized on a
straight-line basis over the life of the lease. The same ap-
plies for contractually agreed future increases of the rent.
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Income Taxes

income taxes are accounted for under the asset and liabili-
ty method. We recognize deferred income tax assets

and liabilities for the future tax consequences attributable
to differences between the financial statement carrying
amounts of existing assets and liabilities and their respec-
tive tax bases and on tax loss and tax credit carryfor-
wards.

Deferred income tax assets and liabilities are measured
using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences
are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates
is recognized in income in the period that includes the
enactment date.

We reduce deferred income tax assets by a valuation al-
lowance to the extent that it is more likely than not that
some portion or all of the deferred tax assets will not be
realized.

Interest on income taxes and penalties on income taxes
are classified as income tax expenses.

In 2007 we adopted Financial Accounting Standards Board
(FASB) Interpretation No. 48, Accounting for Uncertainty
in Income Taxes - an Interpretation of FASB Statement
109 (“FIN 487), which prescribes a recognition threshold
and measurement attribute for the financial statement
recognition and measurement of a tax position taken or
expected to be taken in a tax return. Uncertain income tax
positions could result in the recognition of tax provisions
or the decrease of recognized tax assets based on the
recognition threshold and measurement attributes of FIN
48. The benefit of a tax position may be recognized only if
it is more likely than not that the tax position will be sus-
tained, based on the technical merits of the position, by a
taxing authority having full knowledge of all relevant infor-
mation. A tax position that meets the more-likely-than-not
recognition threshold is measured as the fargest amount
of tax benefit that is greater than 50% likely of being real-
ized on ultimate settlement with the taxing authority. The
adoption of FIN 48 did not have a material impact on our
Consolidated Financial Statements. For more information,
see Note 10.




Share-Based Compensation

Effective January 1, 2006, we adopted the fair value
recognition provisions of SFAS 123 (revised 2004), Share-
Based Payment ("SFAS 123R"), using the modified-
prospective transition method. Accordingly, equity-classi-
fied awards are measured at grant-date fair value and are
not subsequently remeasured. Liability-classified awards
are remeasured to fair value at each balance sheet date
until the award is settled.

Prior to January 1, 2006, we accounted for share-baged
compensation based on the intrinsic-value-based method
prescribed by Accounting Principles Board Opinion 25,
Accounting for Stock Issued to Employees ("APB 25"),
and related interpretations. Under this method, compen-
sation expense was recorded only if on the date of grant
the current market price of the underlying stock exceeded
the exercise price or the exercise price was not fixed at
the grant date. SFAS 123, Accounting for Stock-Based
Compensation ("SFAS 123"), and SFAS 148, Accounting
for Stock-Based Compensation - Transition and Disclosu-
re, an amendment of FASB Statement No. 123 ("SFAS
1487}, established accounting and disclosure requirements
using a fair-value-based methed of accounting for share-
based employee compensation plans. As permitted by
SFAS 123 and SFAS 148, we elected to continue to apply
the intrinsic-value-based methed of accounting described
above and adopted only the disclosure requirements of
SFAS 123 until SFAS 123R was adopted on January 1,
2006. The following table fllustrates the effect on net in-
come and on earnings per share if the fair-value-based
method had been applied to all outstanding and unvested
awards in periods prior to January 1, 2006.

€ millions 2005
Net Income as reported 1,496
Add: Expense for share-based compensation,

net of tax according to APB 25 31
Deduct: Expense for share-based compensation,

net of tax according to SFAS 123 138
Adjusted 1,389

Earnings per share (€}

Basic - as reported 1.21
Diluted - as reported 1.20
Basic - adjusted 1.12
Diluted - adjusted 112

The effect of the adoption of SFAS 123R, which consisted
primarily of the effect of remeasuring liability-classified
awards (STAR 2003, STAR 2004, STAR 2005} from in-
trinsic value to fair value was immaterial due to the
insignificant difference between the intrinsic values and
the fair values of the STARs outstanding as at December
31, 2005. For more information about our share-based
compensation plans, see Note 27.

Comprehensive Income/Loss
Comprehensive income is comprised of Net income and
Other comprehensive income/loss.

Other comprehensive income/loss includes foreign curren-
cy translation adjustments, unrealized gains and losses
from intercompany long-term investment transactions,
unrecognized pension cost, gains and losses from deriva-
tives designated as cash flow hedges. gains and losses
resulting from STAR hedges, and unrealized gains and
losses from debt securities and marketable equity securi-
ties classified as available-for-sale. Other comprehensive
income/loss and comprehensive income are displayed
separately in the statement of comprehensive income
("SOCI").
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Earnings per Share

We present basic and diluted earnings per share (EPS).
Basic earnings per share is determined by dividing consoli-
dated income from continuing operations, income/loss
from discontinued operations and net income by the
weighted average number of common shares outstanding.
Diluted earnings per share reflects the potential dilution
that would occur if all “in the money” securities and other
contracts to issue common shares were exercised or
converted.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash at banks and
highly liquid investments with original maturities of three
months or less.

Investments

Investments with original maturities of greater than three
months and remaining maturities of less than one year
are classified as short-term investments. Investments with
maturities beyond one year may be classified as short
term based on their highly liquid nature and because such
marketable securities represent the investment of cash
that is available for current operations.

Debt securities and marketable equity securities, other
than investments accounted for by the equity method, are
classified as available-for-sale or held-to-maturity, depend-
ing on our intent with respect to holding such investments.
Debt securities and marketable equity securities classified
as available-for-sale are accounted for at fair value. Unreal-
ized gains and losses on available-for-sale securities are
excluded from earnings and reported net of tax as a com-
ponent of Other comprehensive income within sharehold-
ers’ equity. Gains or losses realized on sales of securities
classified as available-for-sale or held-to-maturity are
based on the specific identification method. We do not
classify debt or marketable equity securities as trading.
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Equity investments in privately held companies over which
we do not have the ability to exercise significant influence
or control are accounted for at cost. Gains or losses real-
ized on sales of securities are based on the average-cost
method.

Equity investments accounted for under the equity method
are initially recorded at acquisition cost and are subse-
quently adjusted for our proportionate share of the in-

" vestees' net income or losses and for amortization of any

step-up in the value of the acquired assets over the in-
vestees’ book value. The excess of our initial investment in
equity method companies over our ownership percentage
in the underlying net assets of those companies is attrib-
uted to certain fair value adjustments with the remaining
portion recognized as goodwill { “investor level goodwill "),
which is not amortized.

All debt securities and marketable equity securities, cost
method investments, and equity method investments, are
evaluated for impairment at least annually or earlier if we
become aware of an event that indicates that the carrying
amount of the asset may not be recoverable. To determine
whether a decline in value below the carrying amount of
an asset is other-than-temporary, we consider whether we
have the ability and intent to hold the investment until a
market price recovery occurs and whether evidence indi-
cating that the carrying value of the investment is recover-
able outweighs evidence to the contrary. Evidence consid-
ered in this assessment includes the reasons for the de-
cline in fair value, the severity and duration of the decline
in realizable value below cost, changes in value subse-
quent to the balance sheet date, as well as forecasted
performance of the investee. If a decline in value below
the carrying amount is determined to be other-than-tempo-
rary. the asset is written down to fair value through an
impairment charge and a new cost basis is established.
Impairment charges are classified in the line item Financial
income, net in the Consolidated Statements of Income.
Impairment charges were not material in any period pre-
sented.

Dividend and interest income are recognized when
earned.




Accounts Receivable

Accounts receivable are recorded at invoiced amounts
less sales allowances and an allowance for doubtful
accounts. Included in accounts receivable are unbilled re-
ceivables related to fixed-fee and time-and-material con-
sulting arrangements. The allowance for doubtful accounts
is our best estimate of the amount of probable credit
losses in our existing accounts receivable portfolio. We
determine the allowance for doubtful accounts using a
two-step-approach: First, we consider the financial solven-
cy of specific customers and record an allowance for
specific customer batances when we believe it is probable
that we will not collect the amounts due according to the
contractual terms of the arrangement. Second. we evalu-
ate homogenous portfolios of receivables according to
their default risk primarily based on the age of the receiv-
able and historical loss experience and record an allow-
ance for a portfolio of receivables when we believe it is
probable that a loss has occurred or that we will not col-
lect some or all of the amounts due. Account balances
are charged off against the allowance after all collection
efforts have been exhausted and the likefihood of recovery
is considered remote. As Accounts receivable do not bear
interest, we discount receivables with a term exceeding
one year to their present value using local market interest
rates.

Financial and Other Assets

Non-interest-bearing or below-market-rate loans to em-
ployees and to third parties are discounted to their present
value. In the event of any delay or shortfall in payments
due under employee or third-party loans, we perform an
individual loan review to determine whether any impair-
ment exists. The same applies if we become aware of any
change in the debtor’s financial condition that indicates
that a delay or shortfall in payments may result. If it is
probable that we will not collect the amounts due accord-
ing to the contractual terms of the loan agreement, an im-
pairment charge is recorded based on our best estimate of
the amount that will be recoverable.

Investments in insurance policies held for our employee-
financed pension plans are recorded at their cash surren
der values including premiums paid and guaranteed inter-
est. All Other assets are recorded at historical cost which
approximates fair value either due to their short-term
nature or due to the inclusion of interest,

We record inventories at the lower of purchase or produc-
tion cost and market value. Production costs consist of
direct salaries. materfals, and production overhead.

Goodwill

Goodwill represents the excess of the cost of an acquired
entity over the fair values assigned to the tangible assets
acquired, the intangible assets acquired that are required
to be recognized and reported separately from goodwill,
and the liabilities assumed.

We do not amortize goodwill but test it for impairment at
least annually or when events occur or changes in circum-
stances indicate the fair value of a reporting unit is less
than its carrying value.

Other intangible Assets

Purchased intangible assets with estimable useful lives are
recorded at acquisition cost, amortized on a straight-line
basis over their estimated useful life of two to 12 years,
and reviewed for impairment when significant events occur
or there are changes in circumstances that indicate that
the carrying amount of the asset or asset group may not
be recoverable. All of our intangible assets, with the ex-
ception of goodwill, have estimable useful lives and are
therefore subject to amortization.

We expense immediately the fair value of acquired identifi-
able in-process research and development ("“in-process
R&D"), which represents acquired research and develop-
ment efforts that have not reached technological feasibility
and that have no alternative future use.
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Property, Plant, and Equipment

Property. plant, and equipment are valued at acquisition
cost plus the fair value of related asset retirement costs,
if any and if reasonably estimable, less accumulated
depreciation. Interest incurred during the construction of
qualifying assets is capitalized and amortized over the
related assets’ estimated useful lives. Interest capitalized
has not been material in any period presented.

Property, plant, and equipment are generally depreciated

using the straight-line method. Certain assets with expect-
ed useful lives in excess of three years are depreciated us-
ing the declining balance method. Land is not depreciated.

Useful lives of property, plant,

and equipment in years

" Buildings 25 to 50
Leasehold improvements Based on the lease contract
Informaticn technology equipment 3to5
Office furniture 4to 20
Automobiles 5

Leasehold improvements are depreciated using the
straight-line method over the shorter of the term of the
lease or the useful life of the asset. If a renewal option
exists, the depreciation period reflects the additional time
covered by the option if exercise is reasonably assured
when the leasehold improvement is first placed into opera-
tion.

Impairment of Long-Lived Assets

We review long-lived assets, such as property, plant,
equipment, and acquired intangible assets subject to
amortization for impairment, whenever events or changes
in circumstances indicate that the carrying amount of

an asset or group of assets may not be recoverable. We
assess recoverability of assets to be held and used by
comparing their carrying amount to the expected future
undiscounted net cash flows they are expected to gener-
ate. If an asset or group of assets is considered to be
impaired, the impairment to be recognized is measured
as the amount by which the carrying amount of the asset
or group of assets exceeds fair value.
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Assets and Liabilities Held for Sale

Long-lived assets and disposal groups, which represent
assets to be disposed of together as a group in a single
transaction and liabilities directly associated with those as-
sets that we will also transfer in the transaction, are classi-
fied as held for sale beginning in the period we commit to
sell the assets or disposal group as long as certain criteria
are met including that the assets or disposal group are
available for immediate sale in their present condition, that
the sale of the assets or disposal group is probable and
expected to be completed within one year, that we are ac-
tively seeking a buyer and that changes to the sales plan
are unlikely. Long-lived assets and disposal groups are dis-
closed separately and reported at the lower of the carrying
amount or fair value less costs to sell. Long-lived assets
held for sale are not depreciated from the date they are no
longer classified as held for use.

Discontinued Operations

Discontinued operations are reported when one of our
components comprising operations and cash flows that
can be clearly distinguished from the rest of SAP. opera-
tionally and for financial reporting purposes, have been
disposed of or are classified as held for sale, and when
both of the following criteria are met {1) the operations
and cash flows of the component will be (or have been)
eliminated from the ongoing operations of SAP as a result
of the disposal transaction and (2) we will not have any
significant continuing involvement in the operations of the
component after the disposal transaction.

Prepaid Expenses and Deferred Charges

Prepaid expenses and deferred charges are primarily com-
prised of prepayments of software royalties, operating
leases, and support services contracts which wiit be
charged to expense in the future periods as such costs
are incurred.

Commitments and Contingencies

Liabilities for loss contingencies are recorded when it is
probable that a liability to third parties has been incurred
and the amount can be reasonably estimated. We regularly
adjust liabilities for loss contingencies as further informa-
tion develops or circumstances change.

Our software contracts usually contain general warranty
provisions guaranteeing that the software will perform
according to SAP's stated specifications for six to 12
months. At the time of the sale or license of our software
covered by such warranty provisions, we record an accrual
for warranty costs based on historical experience.




Pension Benefit Liabilities

We measure our pension-benefit liabilities based on actu-
arial computations using the projected-unit-credit method
in accordance with SFAS 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans ~
an amendment of FASB Statements No. 87, 88, 106, and
132(R) ("SFAS 158"), and SFAS 87, Employers’ Accoun-
ting for Pensions ("SFAS 87"). The assumptions used

to calculate pension liabilities and costs are shown in Note
19. SFAS 158 requires the recognition of an asset or
liability for the overfunded or underfunded status of all
defined benefit plans. Changes in the amount of the pro-
jected benefit obligation or plan assets resulting from
experience different from that assumed and from changes
in assumptions can result in gains or losses not yet recog-
nized in our Consolidated Statements of Income. Amorti-
zation of an unrecognized net gain or loss is included as a
component of our net pericdic benefit plan cost for a year
if, as of the beginning of the year, that unrecognized net
gain or loss exceeds 10% of the greater of the projected
benefit obligation or the fair value of that plan's assets. In
that case, the amount of amortization recognized is the re-
sulting excess divided by the average remaining service
period of the active employees expected to receive bene-
fits under the plan. If unrecognized net gains or losses do
not exceed 10% of the greater of the projected benefit ob-
ligation or the fair value of that plan's agsets these unrec-
ognized net gains and losses are recognized as a separate
component of other comprehensive income (OC) net of
tax.

We also record a liability for amounts payable under the
provisions of our various defined contribution plans.

Deferred Income

Deferred income consists mainly of prepayments made
by our customers for support services and professional
services as well as amounts deferred from software
arrangements for discounts on undelivered elements
granted to customers. Deferred income will be recognized
once the basic applicable revenue recognition criteria have
been met, for example as the related services are per-
formed or as the discounts are used. The current portion
of deferred income is expected to be recognized within
the next 12 months.

Derivative Financial Instruments

We use forward exchange derivative financial instruments
to reduce the foreign currency exchange risk, primarily

of anticipated cash flows from transactions with sub-
sidiaries denominated in currencies other than the euro.
Asg discussed in Note 25, the Company uses call options
to hedge its anticipated cash flow exposure attributable

to changes in the market value of stock appreciation rights
under various plans.

We account for derivatives and hedging activities in accor-
dance with SFAS 133, Accounting for Derivative Instru-
ments and Hedging Activities ("SFAS 133"), as amended,
which requires that all derivative financial instruments be
recorded on the balance sheet at their fair value. The ef-
fective portion of the realized and unrealized gain or loss
on derivatives designated as cash flow hedges is reported
net of tax, as a component of Other comprehensive in-
come. We reclassify the portion of gains or losses on de-
rivatives from Other comprehensive income into earnings
in the same pericd or periods during which the hedged
forecasted transaction affects earnings. The ineffective
portion of gains or losses on derivatives designated as
cash flow hedges is reported in earnings when the ineffec-
tiveness occurs. In measuring the effectiveness of foreign
currency-related cash flow hedges, we exclude differences
resulting from time value (that is, spot rates versus for
ward rates for forward contracts). Changes in value result-
ing from the excluded component are recognized in earn-
ings immediately. Foreign currency exchange derivatives
we enter into to offset exposure to anticipated cash flows
that do not meet the conditions for hedge accounting are
recorded at fair value in the Consolidated Balance Sheets
with changes in fair value included in earnings.

Embedded derivatives are separated from the host con-
tract and accounted for separately if the ecanomic charac-
teristics and risks of the host contract and the embedded
derivative are not closely related, a separate instrument
with the same terms as the embedded derivative would
meet the definition of a derivative, and the combined
instrument is not measured at fair value through profit or
loss.
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Treasury Stock

Treasury shares are recorded at acquisition cost and are
included as a separate component of Shareholders’ equity.
Gains and losses on the subsequent reissuance of treas-
ury shares are credited or charged to Additional paid-in
capital on an after-tax basis. On retirement of treasury
shares any excess over the calculated par value is charged
to Retained earnings.

New Accounting Standards Not Yet Adopted

In September 2006, the FASB issued SFAS 157, Fair Va-
lue Measurements ("SFAS 157"), which provides a single
definition of fair value, establishes a framework for meas-
uring fair value, and requires expanded disclosures about
fair value measurements. SFAS 157 ig effective for finan-
cial statements issued for fiscal years beginning after No-
vember 15, 2007, and interim periods within those fiscal
years. The provisions of SFAS 157 should be applied
prospectively as of the beginning of the fiscal year in which
it is initially applied. We will be required to adopt SFAS
157 in fiscal year 2008. SFAS 157-2 defers the effective
date of SFAS 157 for some nonfinancial assets and non-
financial liabilities to fiscal years beginning after November
15, 2008 and periods within those fiscal years. Based

on the analysis done so far, we do not expect SFAS 157
to have a material impact on our Consolidated Financial
Statements.

In February 2007, the FASB issued SFAS 159, The Fair

Value Option for Financial Assets and Financial Liabilities,

Including an amendment of FASB Statement No. 115

("SFAS 159") which permits entities to choose to meas-

ure eligible items at fair value at specified election dates.

Unrealized gains and losses on items for which the fair

value option has been elected will be reported in earnings

at each subsequent reporting date. The following balance

sheet items are within the scope of SFAS 159:

» Recognized financial assets and financial liabilities unless
a special exception applies

» Firm commitments that would otherwise not be recog-
nized at inception and that involve only financial instru-
ments

s Non-financial insurance contracts

= Host financial instruments resulting from separation of
an embedded non-financial derivative instrument from a
non-financial hybrid instrument
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SFAS 159 will be effective for fiscal years beginning after
November 15, 2007. We elected not to adopt SFAS 159
early and we do not expect any significant unrealized gains
or losses on items for which we may plan to elect the fair
value option.

In December 2007, the FASB issued SFAS 141 (revised
2007). Business Combinations ("SFAS 141R"), which
requires acquirers of a business to recognize most identifi-
able assets acquired. including goodwill, the liabilities
assumed, and any non-controlling interest in the acquiree,
at their full fair value on the acquisition date. SFAS 141R
also establishes disclosure requirements to enable users
of the financial statements to evaluate the nature and fi-
nancial effects of the business combination. SFAS 141R
is effective for fiscal years beginning after December 15,
2008 and is to be applied prospectively. SAP is still deter-
mining the impact, if any, that SFAS 141R will have on its
Consclidated Financial Statements.

In December 2007, the FASB issued SFAS 160, Non-
controlling interests in Consolidated Financial Statements,
an amendment of ARB No. 51 ("SFAS 160"), which
establishes accounting and reporting standards for the
non-controlling {minority) interest in a subsidiary and for
the deconsolidation of a subsidiary. It clarifies that a non-
controlling interest in & subsidiary is an ownership interest
in the consalidated entity that should be reported as
equity in the Consolidated Financial Statements and estab-
lishes a single method of accounting for changes in a par-
ent’s ownership interest in a subsidiary that do not result
in deconsolidation. SFAS 160 is effective for fiscal years
beginning after December 15, 2008 and is to be applied
prospectively. SAP is still determining the impact, SFAS 160
will have on its Consolidated Financial Statements.

In December 2007, the FASB ratified EITF Q7-1, Account-
ing for Collaborative Arrangements ("EITF 07-1"), which
defines collaborative arrangements and establishes report-
ing requirements for transactions between participants in
the arrangement and third parties. EITF 07-1 also estab-
lishes the appropriate income statement presentation and
classification for joint operating activities and payments
between participants, as well as the sufficiency of the dis-
closure related to these arrangements. EITF 07-1 is effec-
tive for fiscal years beginning after December 15, 2008.
SAP is still determining the impact, EITF 07-1 will have on
its Consolidated Financial Statements.




(4) Acquisitions
In 2007, we acquired the outstanding shares of five unre-

lated companies and the net assets of two other unrelated

businesses. The results of these acquired businesses
have been included in our Consolidated Statements of In-
come since the respective acquisition dates. Acquisitions
in 2007 were as follows:

Acquired Businesses Sector Acquired business |  Acquisition date
Pilot Software Inc., Mountain View, CA (USA) Privately held provider of strategy management software 100% of shares 02/14/2007
Wicom Communication Ltd, Espoo (Finland) Privately held provider of all-IP contact center and

enterprise communications software 100% of shares 05/07/2007
MaXware AS, Lysaker (Norway} Privatety held provider of identity management software 100% of shares 05/21/2007
QutlookSoft Corp., Stamford, CT (LUSA) Privately held provider of integrated planning, budgeting,

forecasting and consolidation software 100% of shares 6/1/2007
YASU Technologies Private Ltd.. India Privately held leader in business rules management systems Asset purchase 10/18/2007
Arabian Company for Systems. Applications and Products Privately held exclusive reseller of SAP software in the
in Data Processing Lid., Jeddah, Kingdom of Saudi Arabia Arab region Asset purchase 10/31/2007
Silk Europe N.V., Belgium Privately held reseller of QutlookSoft software in Belgium

and Netherlands 100% of shares 11/28/2007

These transactions were immaterial individually to SAP.
The acquired businesses developed and/or sold software
in specific areas with strategic interest to us. The aggre-
gate purchase price of these acquisitions was paid in cash
and amounted to €671 million net of cash received. It was
allocated as follows: €172 million as identifiable intangible
assets with estimated useful lives ranging from one to 12
years, €1 million as in-process research and development
which was expensed at the respective acquisition date
since the respective acquired technologies had no alterna-
tive future use, and €18 million net assets acquired. The
remaining €480 million was allocated as goodwill, of which
€205 million is expected to be fully deductible for tax pur-
poses over an amortization period of up to 15 years.

With the purchase of the software license and support
business of our exclusive partner SAP Arabia we also
reacquired some contracts and rights, including our trade-
mark and the existing exclusive distribution arrangement.
The amount allocated to the reacquired software distribu-
tion right was €37 million {which is included in the above
amount of acquired intangibles). The settlement of preex-
isting rights and contracts resulted in a settlement loss of
€3 million and was recognized in Cost of sales and market-

ing.

In 2007, we acquired the remaining outstanding shares of
our subsidiary SAP Systems Integration AG {“SAP Si").
We accounted for the acquisition of SAP Sl shares using
the purchase method. The aggregate purchase price for
the SAP Si shares acquired in 2007 was €48 million,
which was paid in cash. The purchase price was based on
SAP's cash offer of €38.83 per share which was made
under the German Stock Corporation Act, section 327a,
paragraph 1, "squeeze-out”, That provision entitled us, as
the holder of at least 95% of the outstanding shares, to
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acquire for cash all remaining shares owned by the non-
controlling shareholders. We allocated €9 million to minori-
ty interest. €2 million to identifiable intangible assets and
€37 million of the aggregate purchase price to goodwill in
the Consulting segment. The recorded goodwill is not tax
deductible.

Additionally, in 2007 we paid achieved milestones and
earn-out considerations relating to prior years acquisitions
and escrow returns with a net amount of €1 million result-
ing in a total net cash outflow of €672 million in 2007.

None of the purchase agreements provides for any contin-
gent consideration to the former shareholders. We are still
in the process of evaluating the assumed pre-acquisition
contingencies particularly related to tax and customer con-
tracts.

In connection with the 2007 transactions discussed above,

we assigned the following amounts to identifiable intangi-
ble assets:

Estimated useful lives
€ millions years
Customer contracts 51 4t012
Intellectual property 82 5t0 10
Distribution right 37 6
Tradename 4 1?2
In-process research and development 1 Expensed at the
acquisition date

[ Totat 175

The goodwill recognized in 2007 was assigned to our
Product, Consulting, and Training segments in the
amounts of €430 million, €76 million, and €14 million,
respectively.
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In October 2007 we anncunced our intention to acquire
Business Objects S.A. (Nasdaq: BOBJ; Euronext Paris
ISIN code: FRO004026250 - BOB) by way of a tender
offer for the outstanding shares of Business Objects S.A..
This acquisition closed in the first quarter of 2008 and
represents a material business combination. Business
Objects S.A. is a provider of business intelligence solu-
tions. Through a combinatien of technology, consulting,
education services, and its partner network, Business
Objects S.A. provides information and business decision
making resources to small and large companies. Business
Objects S.A. has dual headquarters in San Jose, Califor-
nia and Paris, France and its stock was traded on both the
Nasdagq and Euronext Paris stock exchanges. The trans-
action took the form of a tender offer under French and
United States law for all Business Objects S.A. common
stock, all American depesitary shares representing
Business Objects S.A. common stock, and all convertible
bonds and warrants issued by Business ObjectsS.A..
Under the terms and conditions of the tender offer agree-
ment, we made a cash offer of €42.00 per common stock
and the U.S. dollar equivalent of €42.00 per American
depositary share determined using the euro to U.S. dollar
exchange rate on settlement of the tender offers and of
€50.65 per convertible bond, and a range of €12.01 to
€24 .96 per warrant, depending on the warrant grant date.
After reaching the initial minimum tender condition of more
than 50% as at January 21, 2008 the tender offer period
was reopened under the same conditions until January 29
resulting in an ownership level of more than 95%. This
allowed SAP to commence an immediate “squeeze-out”
acquisition of the shares of the remaining shareholders.
Taking into account estimated transaction costs we esti-
mate the cost for acquiring Business Objects S.A. to
slightly exceed €4.8 billion. The costs include the nominal
value of the outstanding bond of approx. €0.5 billion which
SAP acquired as part of the transactions. As a result the
purchase price for equity related securities amounts to
approximately €4.3 billion.




Based on preliminary valuations we expect to acquire as-
sets of approximately €1.9 billion to €2.0 billion including
identifiable intangible assets of approximately €0.9 hillion
and cash of around €0.8 billion. The assumed labilities are
expected to amount to €1.2 billion to €1.3 billion including
the face value of the acquired convertible bond. We ex-
pect that goodwill resulting from this planned acquisition
will be approximately €3.5 hillion, which will not be tax
deductible. Due to the fact that valuations of assets, liabil-
ities and contingencies are ongoing the presented figures
can still change significantly. The allocation of goodwill to
our reportable segments will depend on our final manage-
ment structure which has not yet been determined. The
goodwill results from expected synergies and acquired
workforce which are not identifiable intangible assets
under SFAS 142, Goodwill and Other Intangible Assets
("SFAS 142"}, and can therefore not be capitalized
separately but are included in goodwill.

In 2006, we acquired the outstanding shares of three unre-
lated companies and the net assets of two other unrelated
companies. The income of these acquired businesses has
been included in our results since the respective acquisi-
tion dates. These transactions were immaterial individually
to SAP. The acquired businesses developed and sold soft-
ware that was deemed to be complementary to our busi-
ness. The aggregate purchase price of these acquisitions
was paid in cash and amounted to €491 million net of cash
received and was allocated as follows: €133 million as
identifiable intangible assets with estimated useful lives
ranging from two to 11 years, €2 million as in-process
research and development which was expensed at the re-
spective acquisition dates since the respective acquired
technologies had no alternative future use and €36 million
as liabilities net of tangible assets acquired. The remaining
€392 million was allocated to goodwill, of which €1 million
is fully deductible for tax purposes over an amortization
period of up to 15 years. The goodwill recognized in 2006
was assigned to our Product, Consulting, and Training
segments in the amounts of €336 million. €39 million, and
€17 million, respectively after minor adjustments related

to the final allocation of purchase prices for prior year ac-
quisitions that had not been finalized as of the previous
year-end.

In connection with the 2006 transactions discussed above,
we assigned the following amounts to identifiable intangi-
ble assets:

Estimated useful lives

€ millions years
Customer contracts 17 2t0 11
Intellectual property 118 5t 10
In-process research and development 2 Expensed at the

acquisition date

Total 137
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B. Notes to the Consolidated Statements of Income

(5) Revenue

Software revenue represents fees earned from the sale or
license of software to customers. Support revenue repre-
sents fees earned from providing customers with technical
support services and unspecified software upgrades,
updates, and enhancements. SAP does not separately sell
technical support services or unspecified software up-
grades, updates, and enhancements. Accordingly. SAP
does not distinguish within Software and software-related
service revenue or within Cost of software and software-
related services the amounts attributable to technical
support services and unspecified software upgrades, up-
dates, and enhancements.

Subscriptions and other software-related service revenue
includes revenue from subscriptions, software rentals,
on-demand solutions, and other software-related services.
Subscription revenues flow from contracts that have both
a software element and a support services element. Such
a contract typically gives our customer the use of current
software and unspecified future products. We take a fixed
monthly fee for a definite term - generally, five years. Soft-
ware rental reveriue flows from software rental contracts,
also with software and support services elements - but
here the customer receives the use of current products
only. Our revenue from our on-demand offerings includes,
for example, the SAP CRM on-demand solution, any future
on-demand revenue from our new midmarket product
Business ByDesign and revenue from hosting contracts
that do not entitie the customer to exit the arrangement at
any time without significant penalty. Our revenue from
other software-related service includes revenue from soft-
ware-related revenue-sharing arrangements, for example
our share of revenue from collaboratively developed
products. Thus Software and software-related service
revenue is the sum of our software revenue, our support
revenue, and our revenue from subscriptions and other
software-related services.
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Service revenue consists of consulting and training. Con-
sulting revenue primarily comprises revenue from imple-
mentation support for customers related to the installation
and configuration of our software products. Training rev-
enue comprises educational services on the use of our
software products and related topics for customers and
partners.

Other service revenue includes revenue streams from
non-mandatory hosting revenue, application management
services (AMS) and referral fees. Non-mandatory hosting
revenue is based on hosting contracts that entitle the
customers to exit the hosting arrangement at any time and
to transfer the software to its own premises without signif-
icant penalty. Our application management services deliv-
er post implementation application support, optimization,
and improvement for a customer’s SAP centric IT solution
to ensure availability and performance of the customer's
business processes. Referral fees are based on commis-
sions from partners to which we referred customers. Thus
Professional services and other service revenue is the
sum of our consulting revenue, our training revenue, and
our Other service revenue.

Other revenue primarily relates to income derived from
marketing events,

Revenue information by segment and geographic region is
disclosed in Note 28.

Deferred income consists mainly of prepayments for sup-
port services and deferred software license revenues.
Deferred software license revenue will be recognized as
software revenue, support revenue, or service revenue,
depending on the reasons for the deferral. The current
portion of deferred income is expected to be recognized
within the next 12 months. Recognition of deferred income
is possible when the basic applicable revenue recognition
criteria have been met (see Note 3).




(B) Functional Costs and Other Expenses

The information provided below is classified by the type of
expense. The Consolidated Statements of Income include
these amounts in various categories based on the applica-
ble line of business.

Services and Materials
Cost of purchased development and consulting services
and materials was as follows:

€ millions 2007 2006 2005

Purchased services 862 879 B28

Raw materials and supplies,

purchased goods 37 32 30
899 an 858

Sales and Marketing

Sales and marketing expense includes advertising costs,
which amounted to €165 million, €172 million, and €185
million in 2007, 2006, and 2005 respectively.

Personnel Expenses/Number of Employees
Personnel expenses were as follows:

€ millions 2007 2006 2005
Salaries 3.603 3,277 2.871
Social security costs 449 416 379
Pension expense 122 125 109

4,174 3.818 3,365

Included in personne! expenses for the years ending
December 31, 2007, 2006, and 2005, are expenses asso-
ciated with the share-based compensation plans as
described in Note 27.

The average number of employees, measured in full-time
equivalents, was as follows:

Full-time equivalents 2007 2006 2005
Employees

- from continuing operations 42,129 37,919 34,483
- from discontinued operations 173 134 67

Employees who are not currently operational, who work
on a part-time basis while finishing a university degree, or
who are temporary are excluded from the calculation of
full-time equivalents. The number of such excluded em-
ployees is not material.

Government Grants

During the fiscal year 2007 we received €16 million (2006:
€11 million, 2005: €6 million} of government grants and
similar assistance which we have offset against our related
expenses. All conditions required to obtain these grants
have either been met or are reasonably assured of being
met.

In addition we have received conditional promises of a
further €45 million, which relate to research- and develop-
ment-related expenses (€35 million), recruitment and
training of personnel related expenses (€1 million), and tax
(€9 million). which have not been recorded as at Decem-
ber 31, 2007 because the conditions required to obtain
them are not yet reasonably assured of being achieved.
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(7) Other Operating income, Net

Other operating income/expense for the years ending
December 31 was as follows:

€ millions 2007 2008 2005
Bad debt expense 0 0 -3
Restructuring costs -
severance obligations 0 -1 -1
Restructuring costs -
unused lease space 0 0 -1
Miscellaneous other operating
expenses -1 0 -3
Other operating expense -1 -1 -8
Bad debt income 3 43 0
Rental income 5 5 7
Receipt of insurance proceeds 3 2 1
Miscellaneous other operating income 7 7 6
Other operating income 18 57 14
17 56 6

(8) Other Non-Operating Income/Expense, Net

Other non-operating income/expense, net for the years
ending December 31 was as follows:

€ millions 2007 2008 2005
Foreign currency losses - 379 - 255 - 17
Other non-operating expenses -16 -20 -19
Tatal other non-cperating expenses - 395 =275 - 136
Foreign currency gains 385 251 78
Other non-operating income 11 12 33
Total other non-operating income 396 263 11

{ Total other non-operating

' income/expense, net 1 -12 -25
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Charges to bad debt expense are based on a regular
systematic review and evaluation of outstanding receiv-
ables that is performed every month, Specific customer
credit loss risks are also included in the allowance for
doubtful accounts, but are charged to the respective cost
of software and software-related services or cost of
service sold. The amount of these provisions for specific
customer risks charged to the respective functional cost
category of software and software-related services or
cost of service was €9 million, €3 million, and €9 million
during 2007, 2006, and 2005, respectively.

For more information about restructuring costs incurred in
connection with exit activities, see Note 19b.




(9) Financial Income, Net
Financial income, net for the years ending December 31
was as follows:

€ millions 2007 2006 2005
Interest and similar income 142 124 94
Interest and similar expenses -7 -4 -4
Income from securities. net 240 154 83
Expenses from other financial assets

and loans - 244 - 157 -74
Gains/losses on STAR hedge 0 7 -66
Loss from other investments -6 -1 -3
Other financial incoma/expense, net -10 3 - 80
Share of loss/gain of associates

accounted for using the equity method -1 -1 1
Financial income, net 124 122 "

We derive interest income primarily from Cash and cash
equivalents, Short-term and Long-term investments, and
Other financial assets.

(10) Income Taxes
Income tax expense for the years ending December 31
comprised the following components:

In the table above, income from securities and expense
from other financial assets and loans both include €241
million in 2007 (€156 million in 2006; €63 million in 2005)
resulting from collateral held to secure capital investments
made. While holding the collateral, we directly transfer to
the debtor any income received on the collateral. Interest
income received on the capital investment is included in
interest income. We decide on a case by case basis
whether to require collateral for our financial investments,
We did not obtain assets by taking possession of collater-
al held for security purposes in 2007, 2006 or 2005.

For information about gains and losses recognized directly
in equity or in profit and loss for our financial assets and
impairments, see Note 13. For information about our finan-
cial liabilities, see Note 18. For information about unreal-
ized gains/losses on STAR hedges, see Note 25.

law changes enacted in 2007, and the new tax laws enact-
ed in 2006 and 2005, was not material to the Consolidated
Financial Statements for the years ending December 31,

€ millions 2007 2006 2005 2007, 2006, and 2005.
Current taxes - Germany 498 426 515
Current taxes - Foreign 416 381 a13| Income from continuing operations before income tax and
914 807 834|  minority interests consisted of the following:
Deferred taxes - Germany 33 [} 15
Deferred taxes - Foreign -26 -2 -31 € millions 2007 2006 2005
7 -2 - 16 Germany 1,639 1,518 1,455
Income tax expense a1 BOS 818 Foreign 1.218 1,169 8638
2,857 2,688 2323

In 2007, 2006, and 2005, the German government enact-
ed several new tax laws. In 2007 these new tax laws in-
cluded among others the 2008 Tax Act which has major
effects on corporations. For us the most significant effect
results from the reduction of the German corporate
income tax rate from 25% to 15%, effective January 1,
2008. In 2007 this reduction in the German corporate
income tax rate affected the calculation of deferred taxes,
which are required to be calculated using the enacted tax
rate applicable to the year in which the deferred tax item
is expected to be realized or settled. The impact of all tax

The effective income tax rate for the years ending Decem-
ber 31, 2007, 2006, and 2005. was 32.2%, 29.9%, and
35.2%, respectively, The following table reconciles the
expected income tax expense computed by applying our
combined German corporate tax rate of 35.49% {2006:
35.66%; 2005: 36.32%} to the actual income tax expense.
Our 2007 combined German corporate tax rate includes

a corporate income tax rate, after the benefit of deductible
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trade tax, of 21.91%, (2006: 21.85%; 2005: 21.62%), plus
a solidarity surcharge of 5.5% thereon, and trade taxes
of 12.38% (2006: 12.61%; 2005: 13.51%).

€ millions 2007 2006 2005
Income from continuing operations
before income taxes 2,857 2,688 2,323

Expected income taxes 35.49%
in 2007 (35.66% in 2006,

36.32% in 2005) 1014 958 844
Foreign tax rate differential - 47 - 26 -6
Tax effect on non-deductible expenses 49 23 19
Prior year taxes -18 -80 -6
Tax effect on tax exempt income -77 -72 -40
Other 0 2 7
Actual income tax expense 921 BOS 818

Deferred income tax assets and liabilities as at December
31, 2007 and 2006 relate to the underlying items as
follows:

€ millions 2007 2006
Deferred tax assets
Intangible assets, net 58 15
Property. plant, and equiprment, net 7 8
Financial assets 39 24
Receivables 15 12
Net operating loss carryforwards 18 9
Pension provisions 39 45
Share-based compensation 23 34
Other provisions 109 122
Deferred income 3 a3
Other 29 4
368 306
Less: Valuation allowance -8 -10
Deferred tax assets 360 296

Deferred tax liabilities

Intangible assets, net 55 37
Property, plant, and equipment. net k1 24
Financial assets 54 23
Receivables 14 34
Pension provisions 27 17
Share-based compensation 2

QOther praovisions 6

Deferred income 3

Cther 17 19
Deferred tax liabilities 209 171
Defarred tax assets, net 151 125
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In assessing the realizability of deferred tax assets, we
consider whether it is more likely than not that some por-
tion or all of the deferred tax assets will not be realized.
The ultimate realization of deferred tax assets depends on
the generation of future taxable income during the periods
in which those temporary differences become deductible.
Based on the level of historical taxable income and pro-
jections for future taxable income over the periods in
which the deferred tax assets are recoverable, we believe
it is more likely than not that the Company will realize the
benefits of these deductible differences, net of the exist-
ing valuation allowances as at December 31, 2007. The
amount of the deferred tax asset considered realizable,
however, could be reduced in the near term if our esti-
mates of future taxable income during the carryforward
period were reduced.

At December 31, 2007, certain of our foreign subsidiaries
had net operating loss carryforwards amounting to €114
million (2006: €48 million), which may be used to offset
future taxable income. Of this amount €73 million predomi-
nantly relates to state net operating loss carryforwards in
the United States, of which €43 million expire during the
years 2023 through 2027 if not used earlier. The remaining
amount is available to be used to offset state taxable
income, if any, over the next 15 years. Further €9 million
relates to other net operating loss carryforwards that will
expire if not used within one to seven years. Thereof €1
million will expire within one to two years and €8 million will
expire within three to seven years. The remaining €32 mil-
lion relates to other net operating loss carryforwards that
do not expire and therefore can be utilized indefinitely.

Deferred tax assets as at December 31, 2007, and 2006
have been reduced by a valuation allowance of €8 million
and €10 million respectively to a net amount that we be-

lieve is more likely than not to be realized.

We recognized deferred income tax liabilities of €17 million
(2006: €9 million) for income taxes on future dividend
distributions from foreign subsidiaries, which is based on
€1,335 million (2006: €297 million) cumulative undistrib-
uted earnings of those foreign subsidiaries because such
earnings are intended to be repatriated. We have not
recognized a deferred income tax liability on approximately
€2.249 million (2006: €2,938 million) for undistributed
earnings of our foreign subsidiaries that arose in 2007 and
prior years because we plan to permanently reinvest those
undistributed earnings. It is not practicable to estimate

the amount of unrecognized tax liabilities for these undis-
tributed foreign earnings.




Total income taxes including the items charged or credited
directly to related components of sharehoclder's equity for
the years ending December 31, 2007, 2006, and 2005
consist of the following:

The amounts of unrecognized tax benefits that would
affect the effective tax rate if they were recognized are as
follows:

€ millions 2007
€ millions 2007 2006 2005 Unrecognized income tax benefits on 1/1/2007 72
Income tax from continuing Additions related to the current year 8
aperations 921 805 818 Additions related to prior year 18
Income tax from discontinued Settlements with tax authorities 0
operations -7 -4 -1 -
I = Exchange rate differences -2
ncome tax recognized in N .
Additional paid-in capital related to , Unrecognized income tax benefits on 12/31/2007 96

share-based compensation o] -1 -23

Income tax recognized in other

comprehensive income/loss -5 -18 7
908 774 801

For information about the income tax impact of the com-
ponents of Accumulated other comprehensive Income/
loss. see Note 20.

At January 1, 2007, unrecognized income tax benefits
relating to uncertain tax positions amounted to €72 million
and were accounted for as income tax provisions. At
December 31, 2007, uncertainties in income taxes had
increased by €24 million to €98 million.

On December 31, 2007, the amount of interest expenses
and penalties on income taxes is not material,

For the major tax jurisdictions in Germany, fiscal years
2003 through 2007 and for the United States, fiscal years
2002 through 2007 remain subject to examination. It

is reasonably possible that the total amounts of unrecog-
nized tax benefits may increase or decrease within the
next 12 months. However we do not anticipate that un-
recognized income tax benefits will significantly change
within 12 months of the reporting date.

{11) Assets and Liabilities Held for Sale and Discontinued Operations

In November of 2007 the Company committed to a plan to
sell the business of TomorrowNow, Inc., a whaolly-owned
subsidiary of SAP America, Inc. (a wholly owned sub-
sidiary of SAP AG} and to cease engaging in the business
meodel of providing support services relating to third party
software. Negotiations with several interested parties
have subsequently taken place. The assets and liabilities
of TomorrowNow, including assets and liabilities of Tomor-
rowNow entities in Europe, Australia and Asia which are
expected to be sold within twelve months, have been clas-
sified as a disposal group held for sale and are presented
separately in the accompanying balance sheet as at
December 31, 2007.

TomorrowNow, Inc. is a distinct asset group with cash
flows and operations that are separable from those of the
rest of SAP. The operations of this disposal group were
accounted for as a part of the product segment. U.S.
GAAP requires the results of operations of any assets
held for sale and any liabilities directly associated with
those assets that qualify as a component of an entity with
distinguishable operations and cash flows to be removed
from income from continuing operations and reported as
discontinued operations. The results of operations of such
a component of an entity for any prior periods presented
must also be reclassified as discontinued operations.

The following table details the amounts reclassified to
discontinued operations:

€ millions 2007 2008 2005
Total revenue 14 9 3
Total operating expense - 36 -23 -10
Operating loss before taxes -22 -14 -7
Income taxes 7 4 1
Net loss from discontinued

operations -15 -10 -6
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The following table details the major classes of assets and
liabilities held for sale as at December 31, 2007:

€ millions 2007
Accounts receivable, net 2
Other assets 4
Current assets 6
Goodwill 7
Property, plant, and equipment, net 1
Other assets 1
Noncurrent assets 9
Total Assats held for sate 15

Accounts payable 1

Provisions

Deferred income

Current liabilities

wlwjo|w

- Total Liabilities held for sale

(12) Earnings per Share

Convertible bonds and stock options granted to employees
under our share-based compensation programs are includ-
ed in the diluted earnings per share calculations to the
extent they have a dilutive effect. The dilutive impact is
calculated using the treasury stock method. The computa-
tion of diluted earnings per share does not include certain
convertible bonds and stock options issued in connection
with the SAP AG 2000 Long Term Incentive Plan ("LTI
2000 Plan”) and the SAP Stock Option Plan 2002 (" SAP
SOP 20027) because their underlying exercise prices
were higher than the average market prices of SAP shares
in the periods presented. Such convertible bonds and
stock options, if converted or exercised, represented 37.3
million SAP common shares in 2007, 23.6 million SAP
cormmon shares in 2006 and 25.2 million SAP common
shares in 2005. The number of outstanding stock options
and convertible bonds is presented in Note 27.
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2007 2006 2005
Income from continuing operations
in € millions 1,934 1,881 1,502
Weighted average number of shares
in millions - basic 1,207 1,226 1,239
Dilutive effect of stock options/
convertible bonds in millions 3 5 4
Weighted average number of shares
in millions - diluted 1,210 1.231 1,243
Earnings per share -
from continuing operations ~
basic in € 1.60 1.53 .21
Earnings per share -
from continuing operations -
diluted in € 1.60 1.53 1.21

Income from discontinued oparations,
nat of tax in € millions

Eamnings per share - from discontinued
operations - basic in €

Earnings per share - from discontinued
operations - diluted in €

Net income in € millions

Eamings per share -
from net income - basic in €

Earnings per share -
from net income - diluted in €




C. Notes to the Consolidated Balance Sheets

(13) Cash and cash equivalents, Restricted Cash and Investments
Cash and cash equivalents, Restricted Cash and Invest-

ments as at December 31 consisted of the following:

€ millions Cash and Equity and
cash equivalents Restricted cash | Short-term investments other investments

2007 2006 2007 2006 2007 2006 2007 2006

Cash 546 478 0 4] 0 [ o 0
Time deposits 376 1,598 0 0 35 19 0 4]
Money market funds 686 204 0 4] [+ 1] 0 0
Commercial paper 4] 119 0 0 [ 1] 0 4]
Restricted cash 0 0 550 0 0 0 ] 0
Fund securities (at fair value) 0 ] 0 0 8 V] 0 12
Auction rate securities 0 0 0 ¢] 0 155 0 0
Variable rate demand notes 0 0 0 0 0 34 ¢ 0
Other debt securities 0 0 0 0 549 716 o 0
Debt securities {at fair value) 0 0 0 0 549 905 o 0
Markatable aquity securities (at fair value) 0 0 0 0 4 7 10
Equity securities at cost 1] 0 0 4] 3 63 55
Equity method securities 0 Q 0 0 0 19 18
 Totat 1,608 2,399 550 0 598 931 89 95

Restricted Cash

Funds classified as Restricted cash as at December 31,
2007 related to a security deposit that served as collateral
for SAP’s credit facility entered into in connection with the
acquisition of Business Objects S.A., as described in Note
4 and 18. :

Debt Securities and Marketable Equity Securities
Proceeds from sales of available-for-sale securities in
2007 were €45 million (2006: €199 million; 2005: €0 mil-
lion). Gross gains realized from sales of available-for-sale
securities in 2007 were €2 million (2006: €0 million; 2005:
€0 million). Gross losses realized from sales of available-
for-sale securities in 2007 were €1 million {2006: €2 mil-
lion: 2005: €0 million}. Due to these sales of available-for-
sale securities we recognized gains of €2 million {20086:
€0 million; 2005: €0 million) and losses of €1 million
(2006: €2 million; 2005: €0 million) which had previously
been included in Accumulated other comprehensive in-
come.
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None of our Investments were past due as at December
31, 2007 or 20086, although some of our equity invest-
ments at cost were impaired as at those dates as dis-
cussed below.

Amounts pertaining to debt and available-for-sale equity
securities as at December 31 were as follows:

€ millions Securities not in loss position Securities in loss position Total securities
Unrealized Unrealized Unrealized gains/

Fair value gains Fair value losses Fair value lossas (net)

2007

Marketable equity securities

{available-for-sale) 7 0 7

Debt securities (available-for-sale} 172 0 377 2 549 -

Investment fund secunities

(evailable-for-sale) 8 0 0 0 8 o

2006

Marketable equity securities

(available-for-sale} 11 6 3 14 6

Debt securities {available-for-sale) 227 1 678 2 905 -

Investment fund securities

(available-for-sale) 0 0 12 0 12 0

For the securities in a loss position, the fair values were
categorized according to the duration of the loss position
as follows:

€ millions Sacurities in loss position
for less than 12 months for more than 12 months
Unrealized Unrealized
Fair value losses Fair valus losses
2007

Marketable equity securities (available-for-sale}

Debt securities {available-for-sale)

Investment fund securities (available-for-sale)

2006

Marketable equity securities {available-for-sale)

Debt securities {available-for-sale)

Investment fund securities {available-for-sale)
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For the year ending December 31, 2007, we recorded
other-than-temporary impairment charges related to Mar-
ketable equity securities of €1 million (2006: €0 million;
2005: €0 million) and therefore removed unrealized losses
recorded directly in equity up to that point of €1 million
(20086: €0 million; 2005: €0 million).

The marketable debt securities as at December 31, 2007,
consisted of investment grade bonds. The impairments of
marketable debt securities in 2007 resulted from changes
in market interest rates and nect from changes in the credit-
worthiness of the underlying debtor. We determine these
impairments to be temporary given the short duration of
the respective declines in value and the Company's inten-
tion and ahility to hold these investments for a reasonable
period of time sufficient for a forecasted recovery.

The estimated year-end fair values of auction rate securi-
ties, variable rate demand notes and other debt securities
{excluding debt-based funds), are presented by contractual
maturity below. Expected maturities may differ from con-
tractual maturities because borrowers may have the right
to call or prepay obligations with or without penalty.

€ millions 2007 2006
Due within 1 year 449 457
Due 1 year through 2 years 100 448
! Total of auction rate securities, variable rate
[ demand notes and debt securities 549 805

Equity Securities at Cost

The carrying value of all equity securities at cost was

€69 million and €58 million as at December 31, 2007, and
20086, respectively. Equity securities at cost, which primari-
ly include venture capital investments, are not included in
the table above, because market values for those securi-
ties are generally not readily obtainable. In 2007, we sold
two (2006: two; 2005: three) investments with a carrying
value at the time of sale of €3 million (2006: €2 million;
2005: €1 million) and realized a gain of €0 million (2006:
€0 million; 2005: €1 million). As at December 31, 2007 we
intend to dispose of two equity securities at cost.

During 2007, 2006, and 2005, the Company recorded
€6 million, €1 million, and €4 million, respectively, in
charges related to other-than-temporary impairments of
equity securities at cost.

Equity Method Investments

The excess of our initial investment in equity method com-
panies over our ownership percentage in the underlying
net assets of those companies amounts to €11 million as
at December 31, 2007 (2006: €15 million) and is attrib-
uted to certain fair value adjustments with the remaining
portion recognized as goodwill. Although we own less
than 20% of the voting stock of the investee company, we
account for our investments in {"Procurement Negdcios
Electronicos S/A", Rio de Janeiro, Brazil and “ArisGlobal
Holdings, LLC™, Stamford. Connecticut, USA) using the
equity method. because we can exercise significant
influence over the operating and financial policies of these
entities through holding seats on their boards.

We recorded no impairment losses or reversals thereof on
equity method investments during 2007, 2006 and 2005,
Therefore, no allocation to our reportable segments was
necessary.

Our equity method investment Procurement Negocios
Electronicos S/A, with a carrying amount of €2 million has
been pledged in 2007 in order to serve as a guarantee for
an ongoing lawsuit with the Brazilian tax authorities. In
case of an unfavourable outcome of the lawsduit for SAP,
for which probability is considered remote, the Brazilian
tax authorities are allowed to make use of the collateral.
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{(14) Accounts Receivable, Net

Accounts receivable, net includes costs and estimated
earnings in excess of billings on uncompleted contracts of
€162 million and €145 million as at December 31, 2007,
and 2006, respectively. We received advances of €348
million and €456 million as at December 31, 2007, and
2008, respectively.

The carrying amounts of our accounts receivable from
customers as at December 31 were as follows:;

€ millions 2007 2008
Accounts receivable, neither past due nor impaired 2.337 2.004
Accounts receivable, past due. impaired individually 33 35
Accounts receivable, past due, impaired on

a portfolio basis 587 466
Accounts receivable, impaired on a portfolio basis 587 466
- less than 45 days, past due 344 273
- 46 to 90 days. past due 83 78
- 91 to 180 days. past due 57 54
- 181 to 365 days. past due 71 37

- 366 days, past due and more 32 24

€ millions 2007 2006
Gross carrying amount 2.957 2.505
Sales allowances -38 -37
Allowznce for doubtful accounts charged

to expenses -21 -25
Camrying amount, net, of accounts receivable 2,898 2,443

Changes in the allowance for doubtful accounts were as
follows:

€ millions 2007 2008 2005
Balance as at 1/1 25 73 63
Utilization -8 -5 -8
Addition 1" 7 17
Release -5 - 48 -4
Exchange rate effects and

other changes -2 -2 5
! Balance as at 12/31 21 25 73

Concentrations of credit risks are limited due to our large
customer base and its dispersion across many different
industries and countries worldwide. No single customer
accounted for 5% or more of total revenues in 2007,
2006, or 2005 or of Accounts receivable, net in 2007 or
2006. The following table gives an overview of the extent
of credit risks included in our accounts receivable from
customers:
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Before recognizing revenue we strictly assess the col-
lectibility of all receivables at the outset of any arrange-
ment as required under SOP 97-2. Due to this approach
and our short payment terms, we have no indication with
respect to accounts receivable that are not past due that
any customer will fail to meet its obligations. For accounts
receivable past due, we determine the allowance for
doubtful accounts using a two-step-approach described in
Note 3. We therefore consider accounts receivable of €33
million {2006: €35 million) as individually impaired mainly
based on debtors' financial difficulties and accounts
receivable of €587 million (2006: €466 million} impaired on
a portfolio basis based on the age of the receivables and
our historical loss experience.

For more information about financial risk and how we man-
age it, see Note 26.

The gross amount of all accounts receivable with a term
exceeding 12 months was not material. Since the effect
of discounting long-term receivables would therefore not
be material, we have not discounted our long-term receiv-
ables to their present values.

Accounts receivable, net based on due dates as at
December 31 were as follows:

€ millions 2007 2006
Current 2,895 2,440
Noncurrent 3 3

2,898 2,443

We did not sell portfolios of receivables to third parties or
use receivables as collateral for borrowings in any year
presented.




(15) Other Assets

€ millions 2007 2006
Current Nencurrent Total Current Noncurrent Total
Investments in insurance policies held
for employee-financed pension plans.
and semiretirement 0 342 342 0 278 278
Income tax receivables 283 36 318 164 12 176
Fair value of STAR hedge and other
derivatives 146 1 147 17 87 204
Other receivables 48 49 97 41 41 82
Prepaid pensions 56 56 0 46 46
Loans to employees 43 52 8 43 51
Miscellaneous other assets 50 0 50 6 1] 36
Rent deposits ] 24 24 0 26 26
Loans to third parties 4 4 1 0 1
Inventories 5 0 5 4 0 4
54 555 1,096 an 533 204

Detailed information about our derivative financial instru-
ments is presented in Note 25. Investments in insurance
policies relate to the employee-financed pension plans
as presented in Note 19a. The corresponding liability for
investments in insurance policies for semiretirement and
time accounts is included in employee-related obligations
(see Note 19b).

Loans granted to employees primarily consist of interest-
free or below-market-rate building loans and amounted to
a gross value of €63 million in 2007 and €62 million in
2006. The cumulative effect of discounting the employee
loans based on the market interest rates in effect when
the loans were granted was €11 million in 2007 and €11
million in 2006. Amortization of employee loan discounts
amounted to €3 million in 2007 and €3 mitlion in 2006,
respectively. There have been no loans to employees or
members of the Executive Board and Supervisory Board
to assist them in exercising stock options or convertible
bonds.

Loans to third parties are presented net of allowances for
credit losses. Changes in the allowance for credit losses
were as follows:

€ millions 2007 2006 2005
Balance as at 1/1 1 16 15
Lhilization 0 10 0
Addition 0 0 3
Release 1 5 2
Balance as at 12/31 0 1 16

We consider these other financial assets as individually im-
paired based on information obtained regarding debtors’
financial difficulties. As at December 31, 2007, there were
no other financial assets past due but not impaired. For
more information about financial risk and how we manage
it, see Note 26.

Included in miscellaneous other assets are primarily inter-
est receivables, tax claims, short-term loans, and other
items for which the individually recognized amounts are
not material.
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(16) Goodwill and Intangible Assets

€ millions Software and Acquired Other
Goodwill | database licenses technology intangibles Total
Purchase cost
1/1/2007 1.084 202 216 37 1,539
Exchange rate differences -81 -1 -12 -5 - 99
Additions 520 €5 83 90 758
Retirements/disposals 0 -2 0 -2 -4
Reclassifications %o current assets -7 0 0 1] -7
12/31/2007 1,516 264 287 120 2,187
Accumulated amortization
11172007 a7 128 53 n 289
. Exchange rate differences -4 -1 -1 -1 -7
Additions 0 26 45 1" 82
Retirements/disposals 0 -2 0 -1 -3
12/31/2007 93 151 97 20 361
|Carrying valus 12/31/2007 1,423} 13 180} 100 1,826
Weighted average amortization pericd in years N/A 30 52 7.0 5.3
Purchase cost
1/1/2006 27 160 194 25 1.106
Exchange rate differences - 50 0 -13 -3 - 66
Additions 407 53 120 16 596
Retirements/disposals 0 -11 - B85 -1 - 97
12/31/20086 1,084 202 216 37 1,539
Accumulatad amortization
1/1/2006 100 124 109 T 340
Exchange rate differences -3 -1 -8 -1 -13
Additions 0 16 37 6 59
Retirements/disposals o] -1 -85 -1 -97
12/31/2006 87 128 53 " 289
"Carrying value 12/31/2006 987 74 163 28 1,250

The additions to goodwill result from our 2007 acquisitions

(€517 million), contingent consideration paid for prior

acquisitions (€4 million), and purchase price adjustments
{€-1 million). For more information about acquisitions, see

Note 4.
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Allintangible assets except goodwill are subject to amorti-
zation. Intangible assets consist of three major asset
classes: Software and database licenses, Acquired tech-
nalogy, and Other intangibles.

Software and database licenses consist primarily of tech-
nology for internal use whereas Acquired technology con-
sists primarily of purchased software to be incorporated
into our product offerings. The additions to Software and
database licenses in 2007 were individually acquired from
third parties, whereas the additions to Acquired technolo-
gy and Other intangibles primarily result from our acquisi-
tions discussed in Note 4.

Other intangibles consist primarily of acquired trademark
licenses and customer contracts acquired as well as
In-process research and development which is fully amor-
tized immediately. For more information, see Note 4.

The estimated aggregate amortization expense for our
intangible assets recorded as at December 31, 2007, for
each of the five succeeding years ending December 31,
is as follows:

€ millions

2008 96
2009 96
2010 1
201 49
2012 36
Thereafter 55

The carrying amount of gocdwill by reportable segment as
at December 31, 2007 and 2006 was as follows:

€ millions Thereof Therecf
additions in additions in

Sagment 12/31/2007 2007 | 12/31/2006 2006
Product 974 430 618 350
Consulting 409 76 340 40
Training 40 14 29 17
! Total 1,423 520 987 407

For more information, see Note 28.
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(17) Property. Plant, and Equipment

€ millions Land, leasshold
improvements,
and buildings, Advance
ineluding Other property, payments and
buildings on plant, and construction
third-party land equipment in progress Total
Purchase cost
1/1/2007 975 1,099 109 2,183
Exchange rate differences -22 ~15 -2 -39
Additions 82 244 16 342
Retirements/disposals =10 -120 0 - 130
Reclassifications to Assets held for sale Q -3 0 -3
Reclassifications 83 8 - 81 0
12/31/2007 1,108 1,213 32 2353
Accumulated depreciation
1/1/2007 296 681 Q 977
Exchange rate differences -7 -8 0 - 15
Additions 32 147 a 179
Retirements/disposals - 10 -92 0 - 102
Reclassifications to Assets held for sale ¥ -2 0 -2
12/31/2007 31 726 Q 1.037
| Carrying value 12/31/2007 797 487 32 1316
Purchase cost
1/1/2006 935 1,046 43 2,044
Exchange rate differences - 24 -19 -1 - 44
Additions 33 191 92 318
Retirements/disposals -12 -121 0 -133
Reclassifications 23 2 -25 v}
12/31/2006 975 1,099 109 2,183
Accumulated depraciation
1/1/2006 287 662 1] 949
Exchange rate differences -8 -12 [¥] -20
Additions 28 128 0 156
Retirements/disposals -1 -97 0 - 108
12/31/2006 296 681 Q 977
| Carrying value 12/31/2006 679 418 109 1,206

The additions and disposals in other property, plant, and
equipment relate primarily to the renewal and purchase of
computer hardware and cars acquired in the normal
course of business.

During 2007, 2006, and 2005, depreciation expense for
Property, plant, and equipment was €179 million, €156
million, and €158 million, respectively. The majority of
depreciation expense for all years presented related to
assets classified as other property, plant, and equipment.
Interest capitalized was not material in any period presented.
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(18) Accounts Payable and Other Liabilities
Accounts payable and Other ligbilities classified on due
dates as at December 31 were as follows:

€ miftions Term less Term between Term more Balance on Balance on
than 1 year 1 and 5 years than 5 ysars 12/31/2007 12/31/2006

Payables to suppliers 688 6 0 694 581
Advanced payments received 27 4 0 31 63
715 10 0 725 644

Other employee-related liabilities 1,080 8 49 1.115 989
Other taxes 262 0 0 262 220
Cther financial liabilities 57 4 0 61 40
Other liabilities 52 1 7 70 86
Bank loans and overdraft 25 2 0 27 26
1,456 23 56 1,535 1,31

21N 33 56 2,260 2,015

Liabilities are unsecured, except for the retention of title
and similar rights which are customary in our industry.
Effective interest rates of bank loans were 8.03% in 2007,
8.08% in 2008, and 7.22% in 2005.

As at November 5, 2004, SAP AG entered into a €1 billion
syndicated revolving credit facility agreement with an initial
term of five years. The use of the facility is not restricted
by any financial covenants. Borrowings under the facility
bear interest of EURIBOR or LIBOR for the respective cur-
rency plus a margin ranging from 0.20% to 0.25% depend-
ing on the amount drawn. We are also required to pay a
commitment fee of 0.07% per annum on the unused avail-
able credit. As at December 31, 2007, and 2006, there
were no borrowings outstanding under the facility.

As at October 1, 2007, SAP AG entered into a €5 billion
credit facility agreement {subsequently reduced to €4.45
billion as at December 31, 2007) with Deutsche Bank AG
maturing on December 31, 2008. The credit facility was
entered into in connection with the acquisition of Business
Objects S.A. Initially the credit facility served as a bank
guarantee to back up the tender offer. The use of the facili-
ty is not restricted by any financial covenants. Borrowings
under the facility bear interest of EURIBOR plus a margin
ranging from 0.25% to 0.30% depending on the amount
drawn. We are also required to pay a commitment fee of
0.075% per annum on the unused available credit. As at
December 31, 2007, there were no borrowings outstand-
ing under the facility.

Within the acquisition process and with the finalization of
the squeeze-out, the facility has been voluntarily reduced
to an amount of ELUR 2.95 billion which corresponds to the
drawdown on the facility as at February 18, 2008.

Additionally, as at December 31, 2007, and 2006, SAP
AG had available lines of credit totaling €599 million and
€599 million, respectively. As at December 31, 2007 and
2006, there were no borrowings outstanding under these
lines of credit.

As at December 31, 2007 and 2008, certain subsidiaries
had lines of credit available that allowed them to borrow
in local currencies at prevailing interest rates up to €44
million and €109 million, respectively. Total aggregate bor-
rowings under these lines of credit, which are guaranteed
by SAP AG, amounted to €27 million as at December 31,
2007, and €26 million as at December 31, 2006.
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(19) Provisions

Provisions based on due dates as at December 31 were

as follows:
€ millions 2007 2006
Current Non-current Total Current Non-current Total
Pension plans and simitar obligations
(see Note 19a) 1 275 276 1 231 232
Other obligations {see Note 19b) 153 94 247 162 108 270
154 369} 523 163 339 502

a) Pension Plans and Similar Obligations

We maintain several defined benefit and defined contribu-
tion plans for our employees in Germany and at our foreign
subsidiaries, which provide for old age. disability. and sur-
vivors' benefits. We also have several immaterial foreign
termination indemnity plans that meet the criteria of de-
fined benefit plans included in foreign benefit plans. The
measurement dates for the domestic and foreign benefit
plans are December 31. Individual benefit plans have also
been established for members of the Executive Board.

The accrued liabilities on the balance sheet for pensions
and other similar obligations on December 31 consist of
the following:

We adopted the recognition and disclosure requirements
of SFAS 158 as at December 31, 2006. SFAS 158
requires recognition of the funded status of our defined
benefit pension plan in the balance sheet and also requires
recognition as a component of Other comprehensive
income (loss), net of tax, of the gains or losses and prior
service costs or credits that arise during the period but
are not recognized as components of net periodic benefit
cost.

The Consolidated Balance Sheets include the following
significant components related to defined benefit pension
plans as at December 31, 2007, and 2006:

€ millions 2007 2006
€ millions 2007 2006 Present value of funded benefit obligations - 306 - 297
Domestic benefit plans 2 8 Present value of unfunded benefit obligations -25 -18
Foreign benefit plans 38 33 Total present value of benefit obligations =3 - 316
Total defined benafit plans 40 a1 Fair value of plan assets 347 a2l
Employee financed plans 236 191 Net amount recognized 16
[Totat pension plans 276 232 Pension liability (unfunded or underfunded) - 40
- thereof principal pensicn benefit liability -39
- thereof insigrificant pension benefit liability -1
The increase in total provisions for pension plans mainly Prepaid pension asset (overfunded) 56
result from an increase in employee financed plans. The - thereof principal prepaid pension asset 55
related insurance contracts held by us resulted in an - thereof insignificant prepaid pension asset 1
increase in Other assets by the same amount. For more - thereaf pension cost recognized in
information about our employee-financed pension plans, Accumulated other comprehensiva income 2

see the further information below.
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Defined Benefit Pension Plans and Similar Obligations
Our domestic defined benefit plans provide participants
with pension benefits that are based on the lfength of
service and compensation of employees.

Foreign defined benefit plans provide participants with
pension benefits that are based on compensation levels,
age, and length of service.

Certain of our foreign subsidiaries are required to provide
to their employees termination indermnity benefits regard-
less of the reason for termination (retirement, voluntary or
involuntary). We treat these plans as defined benefit plans
if the substance of the post-employment plan is a pension
type arrangement. Most of these arrangements provide
the employee with a one-time payout based on compensa-

tion levels, age, and years of service on termination,

regardless of the reason (retirement, voluntary or involun-

tary).

The following table presents the change in the present

value of the defined benefit obligations and the fair value

of the plan assets with a reconciliation of the funded

status to net amounts recognized:

€ millions Domastic plans Foreign plans Total
2007 2006 2007 2006 2007 2006
Change in benefit obligation
Benefit obligation at beginning of year 41 43 275 257 318 300
Additional plans included in pension disclosure 0 1 7 5 7 6
Service cost 0 0 38 36 38 36
Interest cost 1 2 11 10 V2 12
Employee contributions 0 0 3 3 3 3
Benefits paid -1 -1 -15 -7 - 16 -8
Actuaria! loss/gain -4 -4 0 -5 -4 -9
Curtailments/Settlements 0 0 -5 0 -5 o]
Other changes 1 0 0 1 1 1
Foreign currency exchange rates 0 0 - 21 -25 -21 -25
Benefit obligation at year end 38 a1 293 275 a3 316
Change in plan assets
Fair value of plan assets at beginning of year 33 29 288 242 321 2n
Additional plans included in pension disclosure 0 ¢} 5 0 5
Actual return on plan assets 2 1 27 13 29
Employer contributions 3 53 42 55 45
Employee contributions -1 0 3 3 2 3
Benefits paid o] -1 -13 -1 -13 -8
Curtailments/Settlements 0 0 -4 0 -4 0
Foreign currency exchange rates 0 - a7 -24 - 27 - 24
Fair value of plan assets at year end 36 33 311 288 347 3
Funded status at year end -2 -8 18 13 16 5
Amounts recognized in the Consolidated Balance Sheets:
Noncurrent pension assets o] 0 55 45 55 45
Accrued benefit liability (current} 0 0 -1 -1 -1 -1
Accrued benefit liability (noncurrent) -2 -8 - 36 -3 -38 -39
-2 -8 18 13 16 5
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The following weighted average assumptions were used
for the actuarial valuation of our domestic and foreign
pension liabilities as at the respective measurement date:

% Domestic plans Foreign plans
2007 2006 2005 2007 2008 2005
Discount rate 55 45 4.0 50 4.4 4.2
Rate of compensation increase 2-5 2-5 2-7 50 4.6 4.9
The components of our net periodic benefit cost and other
amounts recognized in other comprehensive income for
the years ending December 31 were as follows:
€ miflions Domestic plans Foreign plans Total
2007 2006 2005 2007 2006 2005 2007 2006 2005
Service cost 0 0 38 i} 30 38 36 30
Interest cost H 2 2 " 10 9 12 ®12 "
Expected return on plan assets -1 -1 -2 -2% -7 - 14 -22 -18 - 16
Amortization of prior service cost 0 0 1 0 0 0 0 0 1
Amortization of net loss 1 2 0 0 1 0 1 3 4]
Nat periodic banefit cost 1 3 1 28 0 25 29 33 26
Other changss in plan assets and
benefit abligations recognized in
other comprehensive income
Initial net transition obligation 0 0 - 2 - 2 -
Net gainfloss -4 10 - 16 - 26 -
Amaortization of net loss =1 o - o] - - 0 -
Total recognized in
other comprehensive income -5 10 - 6 18 - 1 28 -
| Total pension cost -4 13 1| 34 48 25 30 61 26
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Amounts not yet recognized as a companent of net peri-
odic penston cost that are included in Accumulated other
comprehensive income:

€ millions Domestic plana Foreign plans Total
2007 2006 2007 2006 2007 2006
Initiad net transition obligation 0 0 2 2 2 2
Prior service cost 0 0 o 0 0 0
Net loss 5 10 22 16 27 26
Total unrecognized pension cost 5 10 24 18 29 28
The actuaries relied on the following principal actuarial as-
sumptions {expressed as weighted averages for our for-
eign and other post-employment benefit plans) for 2007,
2006, and 2005 to calculate the net periodic benefit costs:
% Domestic plans Foreign plans
2007 2006 2005 2007 2008 2005
Discount rate 4.5 4.0 5.0 4.4 4.2 45
Expected return on plan assets 4.0 4.3 55 7.0 6.9 6.9
Rate of compensation increase 2t0 5 2to5 207 5.0 4.5 5.0

Additional Information on Estimated Recognition of

Components of Net Periodic Benefit Costs and Other

Amounts Recognized in Other Comprehensive Income
We estimate that the effect from an amortization of prior
service cost, unrecognized transition assets or actuarial
gains and losses of our defined benefit plans from Accu-
mulated other comprehensive income into net periodic
benefit cost will not be significant for the next fiscal year.

Pension Asseis
Our investment strategy on domestic benefit plans is to
invest all contributions in stable insurance policies. The
expected rate of return on plan assets for our domestic
benefit plans is calculated by reference to the expected
returns achievable on the insured policies given the ex-
pected asset mix of the policies. The assumed discount
rates are derived from rates availablte on high-quality
fixed-income investments for which the timing and amounts
of payments match the timing and the amounts of our
projected pension payments.

The expected return assumptions for our foreign plan
assets are based on weighted average expected long-term
rates of return for each asset class which are estimated
based on factors such as historical return patterns for
each asset class and forecasts for inflation. We review his-
torical return patterns and other relevant financial factors
for appropriateness and reasconableness and make modifi-
cations to eliminate certain effects when considered
necessary. For example, the excessive returns on equity
securities in the late 1990s were given less weight in the
expected return on plan assets assumption than were

the more moderate returns before and since then. The as-
sumed discount rates are derived from rates available on
investment grade fixed-income investments for which the
timing and amounts of payments match the timing and
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amounts of our projected pension payments. Qur foreign
benefit plan asset allocation as at December 31, 2007,
and our target asset allocation, is as follows:

% Foreign pension ptang and other
post-employment obligations
Actual Actual
Target asset | allocation of | Target asset | allocation of
allocation | plan assets | allocation | plan assets
for 2008 in 2007 for 2007 in 2006

Assget category
Equity 55 54 55 58
Fixed income 35 38 41 40
Real estate 3 1 3 1
Insurance policies 5 6 ] 0
Other 2 3 1 1
, Total 100 100 100 100

The investment strategies for foreign benefit plans vary
according to the conditions of the country in which the
benefit plans are maintained. Generally, a fong-term invest-
ment horizon has been adopted for all major foreign bene-
fit plans. Our policy is to invest in a risk-diversified portfolio
consisting of a mix of assets within the target asset allo-
cation range presented above.
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Additional Information on Funded Status for Domestic
and Foreign Plans
The projected benefit obligation, accumulated benefit
obligation, and fair value of plan assets for our domestic
and foreign defined benefit pension plans as well as post
employment benefit plans with accumulated benefit
obligations in excess of plan assets are as follows:

€ millions Domestic Foreign

plans plans Total
2007
Projected benefit obligation 38 114 152
Accumulated benefit obligation 38 106 144
Fair value of plan assets 6 84 120
Underfunding of accumulated
benefit obligation 2 22 24
2006
Projected benefit obligation 41 109 150
Accumulated benefit obligation 40 M 141
Fair value of plan assets 33 77 110
Underfunding of accumulated
benefit obligation 7 24 K}

Expected Future Contributions and Benefits
Our expected contribution in 2008 is €2 million for domes-
tic defined benefit plans and €5 million for foreign defined
benefit and post-employment benefit plans, all of which is
expected to be paid as cash contributions.

The estimated future pension benefits to be paid over the
next 10 years by domestic and foreign benefit plans for the
years ending December 31 are as follows:

€ millions Domestic Foreign

plans plans Total
2008 1 12 13
2009 1 13 14
2010 2 15 17
2014 2 17 19
2012 2 19 21
2013 to 2017 12 129 141




Defined Contribution Pension Plans
We maintain domestic and foreign defined contribution
plans. Amounts contributed by the Company under such
plans are based on a percentage of the employees’ salary
or the amount of contributions made by employees. The
costs associated with defined contribution plans were
€93 million, €92 million, and €82 million in 2007, 2006,
and 2005 respectively.

Employee-Financed Pension Plan
In Germany we maintain an unqualified employee-financed
pension plan, whereby employees may contribute a limited
portion of their salary. We purchase and hold guaranteed
fixed rate insurance contracts, which are recorded in Other
assets (see Note 15) and are equal to the obligations un-
der the plan (€236 million and €191 million on December
31, 2007, and 2006, respectively).

b) Other Obligations
Other obligations as at December 31 were as follows:

€ millions 2007 2008
Current Noncurrent Total Current Noncurrent Total
Employee-related obligations
Obligations related to share-based
compensation programs 60 38 98 83 51 134
Other employee-related obligations 56 46 102 46 47 93
Customer-related obligations 28 0 28 26 0 26
Restructuring obligations 1 2 3 2 4 6
Warranty obligations 3 0 3 3 0
Other obigations 5 8 13 2 6 8
153 94 247 162 108 270

Obligations related to share-based compensation pro-
grams comprise the obligations for our cash-settled
share-based compensation programs which are the STAR
programs, the Incentive 2010 program and the SAP Stock
Option Plan 2007 {"SAP SOP 2007"). For a detailed
description of our share-based compensation programs
see Note 27.

Other employee-related obligations primarily comprise
provisions for time credits, severance payments under
ongoing post-employment benefit plans in accordance with
SFAS 112, Employers’ Accounting for Postemployment
Benefits (“SFAS 112"), jubilee expenses, and semiretire-
ment.
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Warranty and service obligations represent estimated
future warranty obligations and other minor routine items
provided under cur support contracts. We generally pro-

The following table presents the beginning and ending
balances along with additions and deductions incurred:

vide a six to 12 month warranty on our software classified € millions Sevarance
as current obligations. We determine the warranty accrual Unused |  payments
! . s . lease for re-
based on the historical average cost of fulfilling our obliga- space | structuring Total
tions under these commitments. Changes in the warranty s7172007 s 1 p
accruals in 2007 and 2006 are summarized below: Additions ; o ;
Utilization -2 -1 -3
€ millions 2007 2006 Rel 1 0 )
Balance as at 1/1 3 3 12/31/2007 ?‘ 3 0 )
Additions 3 3 - thereof current 1 0 1
Utilization 3 3 - thereof nancurrent 2 0 2
Release 1] 0
' Balance as at 12/31 3 3 1/1/2006 8 2 10
Additions 3 2 5
Utilization -3 -1 -4
Restructuring activities include mainly contract termination Felease 3 -2 s
and similar restructuring costs for unused lease space. 3273472000 5 1 5
We account for our restructuring activities in accordance T therof correm: 2 0 2
with SFAS 148, Accounting for Costs Associated with Exit ~ — ——————— 3 ; p
and Disposat Activities ("SAFS 146"). Our provision for
unused lease space relates to costs that we will continue 7172005 0 s V7
to incur for vacated space under various operating lease Addtions 2 2 5
contracts that will have no future economic benefit. Sever- Utiization Ta s e
ance payments for restructuring relate to a termination Foloasa 2 3 5
benefit plan in conjunction with a one-time event. Carrency : P ;
12/31/2005 8 2 10
~ thereof current 2 2 4
- thereof noncurrent 6 ] ]
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Other obligations relate mainly to renovation and asset re-
tirement obligations. We record the present value of these
obligations in the period in which the obligation is incurred.




(20} Shareholders' Equity

Commeoen Stock

As at December 31, 2007, the capital stock of SAP AG
consisted of 1,246,258,408 (2006: 1,267,537,248) shares
of no-par common stock (including treasury stock), with a
calculated nominal value of €1 per share.

The number of common shares decreased by 23,000,000
shares {corresponding to €23,000,000) in 2007 due to
cancellation of shares in treasury stock, partially offset by
an increase of 1,721,160 shares (corresponding to
€1.721,160) as a result of the exercise of awards granted
under certain share-based payment plans. In 2006 the
number of Common stock increased by 950,652,936 (cor-
responding to €350,652,936) with the issuance of bonus
shares at a 1-10-3 ratio under a capital increase from cor-
porate funds and by 426,491 (corresponding to €426,491)
as a result of the exercise of awards granted under certain
share-based payment plans.

Shareholdings in SAP AG as at December 31, 2007, were
as follows:

2007 2008
Percent of Percent of
Number commaon Number commaon
of shares stock of shares stock
(000) % {000) %
Hasso Plattner GmbH &
Co. Beteiligungs-KG 113.719 8.1 113,719 9.0
Dietmar Hopp Stiftung
GmbH 109,869 8.8 109,869 8.7
Klaus Tschira Stiftung
gGmbH 78,474 6.3 67,472 5.3
Dr. h.c. Tschira Beteili-
gungs GmbH & Co. KG 32,831 26 63,331 5.0
Hassc Plattner
Forderstifturgg gGmbH 15,245 1.2 16,062 1.2
DH-Besitzgesellschaft
mbH & Co. KG" 6,404 0.5 10,200 [eX:}
Dr. h.c. Tschira and wife 3.178 0.3 2,000 02
Treasury stock 48,065 3.9 49,251 39
Free float 838,473 67.3 835,633 65.9
1,246,258 100.0 1,267,537 100.0

¥ DH-Besitzgesellschaft mbH & Co. KG is wholly cwned by Dretmar Happ.

Authorized Capital

The Articles of incorporation authorize the Executive
Board of SAP AG (the “Executive Board") to increase the
Common stock:

= Up to a total amount of €60 million through the issuance
of new common shares in return for contributions in
cash until May 11, 2010 ("Authorized Capital I"). The
issuance is subject to the statutory subscription rights
of existing shareholders.

Up to a total amount of €180 million through the is-
suance of new common shares in return for contribu-
tions in cash until May 8, 2011 (“Authorized Capital la”).
The issuance is subject to the statutory subscription
rights of existing shareholders.

Up to a total amount of €60 million through the issuance
of new common shares in return for contributions in
cash or in kind until May 11, 2010 ("Authorized Capital
II"). This capital increase could also be executed as a
result of a business combination. Subject to certain pre-
conditions and the consent of the Supervisory Board,
the Executive Board is authorized to exclude the share-
holders™ statutory subscription rights.

Up to a total amount of €180 million through the is-
suance of new common shares in return for contribu-
tions in cash or in kind until May 8, 2011 (“Authorized
Capital lla”). This capital increase could also be execut-
ed as a result of a business combination. Subject to
certain preconditions and the consent of the Supervisory
Board, the Executive Board is authorized to exclude the
shareholders’ statutory subscription rights.

No authorization to increase Common stock was exer-
cised in fiscal year 2007.
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Contingent Capital

SAP AG's common stock is subject to a contingent in-
crease of common shares. The contingent increase may
be affected only to the extent that the holders of the
convertible bonds and stock options that were issued by
SAP AG under certain share-based payment plans (see
Note 27) exercise their conversion or subscription rights.
The following table provides a summary of the changes in
contingent capital for 2007 and 2006:

€ millions Contingent
capital

1/1/2006 53
Exercise -1
MNew authorized 100
Increase in consequence of capital increase 83
Reduction/cancellation - 25
12/31/2008 210
Exercise -1
New authorized 0
Reduction/cancellation [
112/31/2007 209

The increase in contingent capital by €83 million in 2006
reflects the issuance of bonus shares at a 1-to-3 ratio
under the capital increase described above which resulted
in an increase of the contingent capital in the same pro-
portion by operation of law.
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Treasury Stock

By resolution of SAP AG's Annual General Meeting of
Shareholders held on May 10, 2007, the Executive Board
of SAP AG was authorized to acquire, on or before Qcto-
ber 31, 2008, up to 120 million shares in the Company
on the condition that such share purchases, together with
any previously acquired shares, do not account for more
than 10% of SAP AG's Common stock. Although Treasury
stock is tegally considered outstanding, there are no divi-
dend or voting rights associated with shares held in treas-
ury. We may redeem or resell shares held in treasury or
may use Treasury stock for the purpose of servicing sub-
scription rights and conversion rights under the Company's
share-based payment plans. Also, we may use the shares
held in treasury as consideration in connection with the
acquisition of other companies.

As at December 31, 2007, we had acquired 48 million
{2006: 49 million) of our own shares, representing €48 mil-
lion (2006: €49 million) or 3.9% (2006: 3.9%) of Common
stock. In 2007, 27 million (2006: 28 million) shares in
aggregate were acquired under the buyback program at
an average price of approximately €36.85 (2006: €40.97)
per share, representing €27 million (2006: €28 million) or
2.2% (2006: 2.2%} of Comman stock. We transferred 5
million shares to employees during the year (2006: 1 mil-
lion shares) at an average price of €28.13 (2006: €29.83}
per share and we reduced the number of common shares
by 23 million shares {corresponding to €23 million) due

to cancellation of shares in Treasury stock. The Company
purchased no SAP American Depositary Receipts
{"ADRs") in 2007. (Each ADR represents oné common
share of SAP AG). The Company held no SAP ADRs as at
December 31, 2007 and 2008, respectively.




Accumulated Other Comprehensive Income/Loss
Accumulated other comprehensive income/loss consisted
of the following as at December 31:

€ millions Currency
Unrealized effacts from |
Currency gains/losses Gains/losses on intercompany Total other
translation an marketable Unrecognized | foreign curency | Gains/losses on long-term components
adjustments securities pension costs | cash flow hedges STAR hedge investments of equity |
1/1/2005 - 296 8 -1 13 9 -2 219 |
Current-period change, |
net of tax 121 3 1 -22 42 43 188 |
12/31/2005 -175 1 - 10 -9 51 41 -o| |
Current-period change, ‘
net of tax - 149 -7 -10 20 - 48 -26 -220| |
12/31/2006 -324 4 -20 11 3 15 -3t ]
Current-period change,
net of tax - 194 -3 0 10 -12 -5 - 204
[ 12/31/2007 -518 1 - 20 2 -9 10 - 515

Gains and losses on STAR hedges comprise the net change
in fair value of cash flow hedging instruments associated
with the unrecognized portion of nonvested STARs (see
Note 25).

Currency translation adjustments comprise all foreign
currency differences arising from the translation of the
financial statements of foreign operations. We corrected
as at January 1, 2005 an immaterial error related to the
deconsolidation of two equity investments in years prior to
2005, resulting in a decrease in Additional paid-in capital
and Retained earnings by €20 million and €6 million and to
increase Accumulated other comprehensive income by
€26 miltion.

Currency effects from intercompany long-term invest-
ments related to intercompany foreign currency transac-
tions that are of a long-term investment nature.

Miscelianeous

Under the German Stock Corporation Act (Aktiengesetz),
the amount of dividends available for distribution to SAP
AG’s shareholders is based on the earnings of SAP AG
as reported in its statutory financial staterments which are
determined under the accounting rules stipulated by the
German Commercial Code (Handelsgesetzbuch). For the
year ending December 31, 2007, the Executive Board and
the Supervisory Board of SAP AG propose a dividend
distribution in 2008 of €0.50 per share.

Unrealized gains and losses on securities represent the
net cumulative change between fair value and cost for
available-for-sale financial assets since the respective
acquisition date.

w
i
i

Unrecognized pension costs comprise actuarial gains and
losses relating to defined benefit pension plans and similar
obligations.

Gains and losses on foreign currency cash flow hedges
comprise the net change in fair value of foreign currency
cash flow hedges related to hedged transactions that have
not impacted earnings, less the component of the financial
instrument's gain or loss that was excluded from the
assessment of hedge effectiveness.

Dividends per share for 2006 and 2005 were €0.46 and ‘
€0.36, respectively, and were paid in the immediately suc-
ceeding year in each case.
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D. Additional Information

(21) Supplemental Cash Flow Information

Interest paid in 2007, 2006, and 2005 amounted to €6
million, €4 million and €4 million, respectively, while inter-
est received in 2007, 2006 and 2005 amounted 1o €142
million, €124 million and €94 million, respectively. Income
taxes paid in fiscal years 2007, 2006, and 2005, net of
refunds, was €811 million, €866 million, and €976 million,
respectively.

(22) Contingent Liabilities
In the normal course of business, we usually indemnify our
customers against liabilities arising from a claim that our

software products infringe a third party's patent, copyright,

trade secret, or other proprietary rights. To date, we have
not incurred any material logs as a result of such indemnifi-
cation and have not recorded any material liabilities related
to such obligations in the Consolidated Financial State-
ments.

We occasionally grant function or performance guarantees
in routine consulting contracts or development arrange-
ments, Also, our software license agreements generally
include a clause guaranteeing that the software substan-
tially conforms to the specifications as described in appli-
cable documentation for a period of six to 12 months from
delivery. Our product and service warranty liability, which
is measured based on historical experience and evalua-
tion, is included in Provisions (see Note 19b).

(23) Other Financial Commitments

Other financial commitments amounted to €850 million,
€849 million and €805 million as at December 31, 2007,
2006, and 2005, respectively, and primarily comprise
commitments under rental and operating leases of €649
million, €657 million and €687 million as at December 31,
2007, 2008, and 2005, respectively. Those commitments
relate primarily to the lease of office space, cars, and
office equipment. As at December 31, 2007, the future
minimum sublease payments expected to be received was
€16 million. In addition, financial commitments existed in
the form of purchase commitments totaling €97 million in
2007 (€74 million in 2006 and €79 million in 2005). These
commitments relate primarily to construction on new and
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All of the items above are classified as cash flows from
operating activities.

Our investing cash flows include high volumes from the
purchase and sale of investments. The activities reflected
in these line items include the purchase and sale of mar-
ketable and other available-for-sale securities.

For contingent liabilities related to litigations, see Note 24.

As at December 31, 2007 and 2006, no guarantees were
provided for the performance or financial obligations of
third parties.

existing facilities, office equipment and car purchase com-
mitments, The remaining commitments totaling €104 mil-
lion in 2007 (€118 million in 2006 and €39 million in 2005)
relate to various other third party agreements. Historically,
the majority of such purchase commitments have been
realized. For financial commitments related to our pension
plans, see Note 19a.




Commitments under operating lease contracts and pur-
chase obligations as at December 31, 2007 were as
follows:

€ millians Purchase
Operating commit-

leases ments

Due 2008 157 137
Due 2009 19 29
Due 2010 98 19
Due 2011 80 10
Due 2012 58 2
Due thereafter 137 4

(24) Litigation and Claims

Intellectual Property Litigation

In September 2006, U.S.-based i2 Technologies US, Inc.
and i2 Technologies, Inc. (i2) instituted legal proceedings
in the United States against SAP. i2 alleges that SAP's
products and services infringe one or more of the claims
in each of seven patents held by i2. In its complaint, i2
seeks unspecified monetary damages and permanent in-
junctive relief. SAP submitted its answer to the complaint
in December 20086. The trial has been scheduled for
November 2008.

In October 20086, U.S.-based Sky Technologies LLC (Sky)
instituted legal proceedings in the United States against
SAP and Oracle. Sky alieges that SAP's products and
services infringe one or more of the claims in each of five
patents held by Sky. In its complaint, Sky seeks unspeci-
fied monetary damages and permanent injunctive relief.
SAP submitted its answer to the complaint in January
2007. The Markman hearing was held in June 2007. The
trial has been scheduled for October 2008.

In January 2007, German-based CSB-Systems AG (CSB)
instituted legal proceedings in Germany against SAP. CSB
alleges that SAP's products and services infringe one or
more of the claims of a German patent and a German utility
model held by CSB. In its complaint, CSB has set the
amount in dispute at €1 million and is seeking permanent
injunctive relief. In these proceedings CSB is not preclud-
ed from requesting damages in excess of the amount in
dispute. In July 2007, SAP filed its response in the legal
proceedings including a nullity action and cancellation pro-
ceedings against the patent and utility model, respectively.

Rent expense was €209 million, €181 million, and €164
million for the years 2007, 2006, and 2005, respectively.

The recognized assets and related liabilities of our capital
lease contracts were not material in 2007 or 2006. Addi-
tionally, for our capital lease contracts no contingent rents
were recognized as an expense and no sublease agree-
ments existed.

The infringement hearing has been re-scheduled for April
2009. Hearings for the nullity and cancellation proceedings
have not yet been scheduled.

In March 2007, U.S.-based Oracle Corporation and cer-
tain of its subsidiaries {''Oracle”} instituted legal proceed-
ings in the United States against TomorrowNow, Inc. and
its parent company, SAP America, Inc. and SAP America's
parent company SAP AG ("SAP"). Oracle filed an amend-
ed complaint in June 2007. As amended, the lawsuit
alleges copyright infringement, violations of the Federal
Computer Fraud and Abuse Act and the California Com-
puter Data Access and Fraud Act, unfair competition,
intentional and negligent interference with prospective
economic advantage, and civil conspiracy. The lawsuit al-
leges that SAP unlawfully copied and misappropriated pro-
prietary, copyrighted software products and other con-
fidential materials developed by Oracle to service its own
customers. The lawsuit seeks injunctive relief and unspeci-
fied monetary damages including punitive damages. In July
2007, SAP and TomorrowNow filed their answer. The trial
has been scheduled for February 2009. Additionally, in
June 2007, SAP became aware that the United States
Department of Justice had opened an investigation con-

ceming related issues and had issued subpoenas to SAP -

and TomorrowNow; SAP and TomorrowNow are cooperat-
ing with the investigation and are responding to the original
subpoenas and additional subpoenas issued by the
Department of Justice.

SAP Annual Report 2007 - Financial Information 173

[
1
|
i
|
|

f—e— —




In April 2007, U.S.-based Disc Link Corporation (Disc Link)
instituted legal proceedings in the United States against
SAP and 27 other defendants. Disc Link alleges that
SAP’s products infringe one or more of the claims of a
single patent held by Disc Link. SAP and Disc Link have
resolved this dispute for an amount immaterial to SAP's
business, financial position, results of operations, and
cash flows.

In April 2007, U.S.-based Versata Software, Inc. (formerly
Trilogy Software. Inc.) {Versata) instituted legal proceed-
ings in the United States against SAP. Versata alleges that
SAP's products and services infringe one or more of the
claims in each of five patents held by Versata. In its com-
plaint, Versata seeks unspecified monetary damages and
permanent injunctive relief. SAP submitted its answer to
the complaint in July 2007. The trial has been scheduled
for August 2009.

In June 2007, SAP initiated legal proceedings, in the form
of a declaratory judgment action, against U.S.-based
Emergis Technologies (Emergis) in the United States. In
the Declaratory Judgment action, SAP seeks a declaration
by the court that an Emergis patent is invalid and unen-
forceable, and that SAP's products and services do not
infringe one or more of the claims of the patent held by
Emergis. SAP and Emergis have resolved this dispute for
an amount that is immaterial to SAP's Consoclidated Finan-
cial Statements.

In August 2007, U.S -based elcommerce.com, Inc. (elcom-
merce) instituted legal proceedings in the United States
against SAP. elcommerce alleges that SAP’s products and
services infringe one or mare of the claims in one patent
held by elcommerce. In its complaint, elcommerce seeks
unspecified monetary damages and permanent injunctive
relief. SAP submitted its answer to the complaint in
December 2007. A trial date has not yet been set.

In August 2007, SAP instituted legal proceedings in the
United States against i2. SAP alleges that i2's products
infringe one or more of the claims in each of two patents
held by SAP. In its complaint, SAP seeks unspecified mon-
etary damages and permanent injunctive relief. i2 submit-
ted its answer to the complaint in October 2007. In March
2008, SAP requested permission from the Court to amend
its complaint and add a third patent to the proceedings.
The trial has been scheduled for March 2009.
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In November 2007, U.S -based Diagnostic Systems Corp.
(DSC} instituted legal proceedings in the United States
against SAP and several other defendants. DSC alleges
that SAP's products and services infringe one or more of
the claims in one patent held by DSC. In its complaint,
DSC seeks unspecified monetary damages and permanent
injunctive relief. SAP submitted its answer to the complaint
in December 2007. A trial date has not yet been set.

We will continue to vigorously defend against the claims.
We make a provision for a liability for such matters when
it is both probable that a liability has been incurred and
the amount of the loss can be reasonably estimated. We
currently believe that resolving these claims, individually or
in aggregate, will not have a material adverse effect on
SAP's business, financial position, income, or cash flows.
Consequently, the provisions currently recorded for these
claims and suits are neither individually nor in aggregate
material to SAP. Any litigation, however, involves potential
risk and potentially significant litigation costs, and there-
fore there can be no assurance that these actions would
not have a material adverse effect on SAP's business,
financial position, income, or cash flows. Due to the inher-
ent uncertainties of the actions outlined above we current-
ly cannot make an estimate of the possible loss in case of
an unfavorable outcome.

Other Litigation

In October 2006, South African-based Systems Applica-
tions Consultants (PTY) Limited (Securinfo) informed us
that it had filed a lawsuit against SAP at the High Court of
South Africa alleging that SAP has breached a software
distribution agreement with Securinfo. In its complaint,
Securinfo sought damages of approximately €496 million
and relief preventing SAP from breaching its agreement
with Securinfo. In May 2007 Securinfo has waived the
action.




In January 2008, U.S.-based Acorn Systems, Inc.
{(“Acorn”} instituted legal proceedings in the United States
against SAP AG and SAP Global Marketing, Inc. (“SAP").
Acorn filed an amended complaint in March 2008. As
amended, the lawsuit alleges breach of contract, fraud and
fraudulent inducement, negligent misrepresentation, mis-
appropriation of trade secrets, violations of the Texas Free
Enterprise and Antitrust Act of 1983, and unfair competi-
tion. The lawsuit seeks unspecified monetary damages,
although Acomn alleges in the complaint that it has suffered
at least $116 million damages. In February 2008, SAP
filed a response to the original complaint.

In March 2008, SAP instituted legal proceedings against
Acorn in the Commercial Court of Brussels asking the
Court to declare, inter alia, that SAP had not breached the
contract, SAP did not commit fraud and that SAP had not
misappropriated Acorn trade secrets.

{25) Derivative Financial Instruments

We use derivative financial instruments in order to reduce
risks resulting from fluctuations in foreign-currency ex-
change rates, risks resulting from future cash flows
associated with Stock Appreciation Rights (STARs) grant-
ed to employees and risks resulting from potential future
variability interest payments. The carrying amounts of our
derivative financial instruments were as follows:

€ millions 2007 2006
Assets:

Derivatives without a hedging relationship 80 15
- therecof forward exchange contracts 59 15
- thereof interest rate swaps 1 ¢
Derivatives with a hedging relationship

{hedge accounting) 87 189
- thereof forward exchange contracts 29 18
- thereof call options (STAR hedge) 58 171
Liabilities:

Derivatives without a hedging relationship -30 - 10
- thereof forward exchange contracts -30 -10
Derivatives with a hedging relationship

(hedge accounting) -1 -2
- thereof forward exchange contracts -1 -2

We are also subject to a variety of other claims and suits
that arise from time to time in the ordinary course of

our business. We make a provision for a liability for such
matters when it is both probable that a liability has been
incurred and the amount of the loss can be reasonably
estimated. We currently believe that resolving these
claims and suits, individually or in aggregate, will not have
a material adverse effect on SAP's business, financial
position, income, or cash flows. Consequently, the provi-
sions currently recorded for these claims and suits are
neither individually nor in aggregate material to SAP. How-
ever, these matters are subject to inherent uncertainties
and our view of these matters may change in the future.

Foreign Exchange Forward Contracts

As a globally active enterprise, we are subject to risks
associated with fluctuations in foreign currencies in our
ordinary operations. This includes foreign currency-denom-
inated receivables, payables, debt, and other balance
sheet positions as well as future cash flows resulting from
anticipated transactions including intragroup transactions.

We manage our balance sheet exposure on a Group-wide
basis primarily using foreign exchange forward contracts.
The derivative financial instruments we use are usually not
designated as accounting hedges.

We are also exposed to risks associated with anticipated
intercompany cash flows in foreign currencies resulting
from intercompany royalty payments. Most of SAP AG's
subsidiaries have entered into license agreements with
SAP AG pursuant to which each subsidiary has acquired
the right to sublicense SAP AG software products to cus-
tomers within a specific territory. Under these license
agreements, the subsidiaries are generally required to pay
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SAP AG a royalty equivalent to a percentage of the soft-
ware and support services fees charged by them to their
customers within 30 days following the end of the month
in which the subsidiary recognizes the revenue. These
intercompany royalties payable to SAP AG are mostly de-
nominated in the respective subsidiaries’ local currency.
This leads to a centralization of the foreign currency risk
with SAP AG in Germany as the royalties are to be paid in
subsidiary's local currency while the functional currency
of SAP AG is the euro.

We enter into derivative instruments, primarily foreign
exchange forward contracts, to hedge all significant antici-
pated cash flows in foreign currencies from foreign sub-
sidiaries. Specifically, these foreign exchange forward con-
tracts offset anticipated cash flows and existing intercom-
pany receivables relating to countries with significant oper-
ations, including the United States, the United Kingdom,
Japan, Switzerland, Canada, and Australia. We use foreign
exchange derivatives that have maturities of 15 months or
less, which may be rolled over tc provide continuing cover-
age until the applicable royalties are received.

We believe that the use of foreign currency derivative
financial instruments reduces the aforementioned risks
that arise from doing business in international markets.
We hold such instruments for purposes other than trading.

Foreign exchange derivatives are recorded at fair value in
our Consolidated Balance Sheets. The fair value of foreign
exchange derivatives is the value we would receive or
have to pay if the derivatives were discontinued at the re-
porting date. It is calculated on the basis cf the contracting
parties’ relevant exchange rates, the relevant current
exchange rates and the respective interest rates. Gains or
losses on derivatives designated and qualifying as cash
flow hedges are recognized directly in equity less the com-
ponent of the financial instrument’s gain or loss that was
excluded from the assessment of hedge effectiveness, net
of tax, and removed from equity to profit and loss when
the underlying transaction affects earnings. When inter-
company accounts receivable resulting from royalties relat-
ed to software and software-related services related royal-
ties are recorded, the applicable gain or loss on the re-
spective derivative ig reclassified from Other comprehen-
sive income to Other non-operating income/expense, net.
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Going forward, any additional gains or losses relating to
that derivative are posted to Other non-operating income/
expense, net until the position is closed or the derivative
expires.

For the years ending December 31, 2007 and 2006, no
gains or losses were reclassified from Accumulated other
comprehensive income as a result of the discontinuance

* of foreign currency cash flow hedges resulting from a de-

termination that it was probable that the original forecasted
transaction would not occur. We did not record any inef-
fectiveness for these hedges for the fiscal years 2007 and
2006. However, we excluded differences between spot
and forward rates from the assessment of hedge effec-
tiveness and included this component of financial instru-
ments’ gain or loss in Other non-cperating income/ex-
penses, net. It is estimated that €21 million of the net
gains recognized directly in equity on December 31, 2007
will be reclassified into earnings during fiscal year 2008. All
foreign exchange derivatives held as at December 31,
2007 have maturities of 15 months or less.

Fareign exchange derivatives entered into by us to offset
exposure to anticipated cash flows that do not meet the
requirements for applying hedge accounting are marked to
market at each reporting period with unrealized gains and
losses recognized in earnings.

STAR Hedges

We hedge certain anticipated cash flow exposures associ-
ated with unrecognized nonvested STARs (see Note 27}
through the purchase of derivative instruments from inde-
pendent financial institutions.

As at December 31, 2007 and 20086, the following deriva-
tive instruments were designated as hedges for the STAR
2008, and STAR 2005 programs, respectively.




2007 Hedge of [ | 2006 Hedge of
12.0 million 2006 STARs 12.0 million 2006 STARs
Strike Strike
Buy/sell Options | price in € Buy/sell Options | price in €
Buy 12.000.000 42,12 Buy 12,000,000 42,12
Sell 6.000.000 54.62 Sell 6,000,000 54.62
Set 3,000,000 B7.12 Seli 3,000,000 67.12
Fair value as at December 31, 2007: Fair value as at December 31, 2006:
€2 million €21 million
Hedge of Hedge of
15.2 million 205 STARs 15.2 million 2005 STARs
Strike Strike
Buy/selt Options | pricein €| | Buy/sell Qptiona | price in €
Buy 15.,200.000 30.47 Buy 15,200,000 30.47
Sell 7,600,000 4297 Sell 7,600,000 4297
Sell 3,800,000 55.47 Sell 3,800,000 55.47
Fair value as at December 31, 2007: Fair value as at December 31, 2006:
€56 million €132 million
Hedge of
12.0 million 2004 STARs
Strike
Buy/selt Options | pricein €
Buy 12,000,000 33.59
Sell 6,000,000 46.09
Sell 3,000,000 58.59
Fair value as at December 31, 2006:
€18 million

The terms of the derivative financial instruments are de-
signed to reflect the eight measurement dates and weight-
ing factors applicable to the STAR program, as described
in Note 27. The number of options expiring at each meas-
urement date, reflect the respective weighting factor of
that date. The payment date of each option reflects the
payout date of the STAR program that it hedges. Viewed
together, we will receive from the financial institution 100%
of the first €12.50 in appreciation of the SAP AG stock
price above the strike price of the STAR, 50% of the next
€12 .50 appreciation of the SAP AG stock price above the
strike price of the STAR, and 25% of any additional appre-
ciation of the SAP AG stock price above the strike price
of the STAR. The terms of these derivative financial instru-
ments require cash settlement, and there are no settle-
ment alternatives. These derivative financial instruments
are accounted for as Other assets on our Consoclidated
Balance Sheets.

Since we adopted SFAS 123R at the beginning of 2006,
we have assessed hedge effectiveness by reference to
changes in the fair value of the STAR hedge instrument for
all new grants. The change in fair value attributable to the
nonvested portion is recorded in Other comprehensive
income with the resulting deferred tax liability recorded

separately. The amount in Other comprehensive income
is used to offset compensation expense on the STAR
recognized over the vesting period.

As at December 31, 2007, a net result of €0 million (2006:
a net gain of €7 million; 2005: a net loss of €66 million)
had been recorded in Financial income, net. Compensation
expense on our STAR plans has been increased by €19
million (2006: reduced by €72 million; 2005: reduced by
€59 million); Other comprehensive income decreased by
€12 million (2006: decreased by €48 million; 2005: in-
creased by €43 million), net of tax. For mare information,
see Note 20.

For the years ending December 31, 2007 and 20086, no
gains or losses were reclassified from Accumulated other
comprehensive income as a result of the discontinuance
of STAR hedges because it was probable that the original
forecasted transaction would not occur. We estimate

that €9 million of net losses included in Accumulated other
comprehensive income on December 31, 2007 will be
reclassified into earnings during the next year.

Derivative interest Rate Contracts

In order to finance the acquisition of Business Objects
S.A. SAP entered into a syndicated term loan facility. The
interest payments related to this syndicated term loan
facility are determined by reference the EURIBOR. There-
fore the underlying arrangement is a floating interest rate
and subject to interest rate fluctuations.

In order to hedge for the cash flow risk resulting from the
variability in future interest payments related to the syndi-
cated term loan facility SAP AG entered into several con-
tingent interest rate payer swaps as well as contingent
interest rate payer swaptions to partly hedge against the
risk of an increase in the EURIBOR. The volume of these
interest rate derivatives only covers a certain portion of
the total volume of the syndicated term loan facility.

These interest rate derivatives were contingent with regard
on the acquisition and under these contractual arrange-
ments would have been cancelled with no further obliga-
tion on SAP AG if the acquisition of Business Objects
S.A. had not been completed.

Due to the uncertainty of the acquisition and the resulting
loan the derivatives did not qualify for hedge accounting
treatment. As such the deal contingent interest rate payer
swaps and deal-contingent interest rate payer swaptions
were recorded at fair value and any changes in fair values
were charged to Finance income, net.
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(26) Financial Risk Management

We are exposed to various financial risks, including
changes in currency exchange rates, interest rates, equity
prices and the creditworthiness of our counterparties.

SAP manages and., if necessary hedges against Group-
wide credit, liquidity, interest, equity price and foreign
exchange risks. Financial risk management is conducted
centrally and is regulated by internal guidelines.

Foreign Exchange Risk

Asg a global enterprise, we are subject to risks associated
with fluctuations in foreign currencies with regard to our
ordinary operations. This includes foreign currency-denom-
inated receivables, payables, debt, and other balance
sheet positions as well as future cash fFlows resulting from
anticipated transactions including intragroup transactions
as described in Note 25,

We regularly quantify the risk positions from the exchange
rates of key currencies mentioned in Note 3 and Note 25,
using the value-at-risk (VAR) concept. VAR represents an
expected loss calculated by computing the exposures of
relevant unhedged foreign exchange positions to foreign
exchange risk factors. We calculate the expected loss of
income from foreign currency influences for an assumed
holding period of 10 days and a confidence level of 99%.
The following table shows the value-at-risk cafculated on
the basis of unhedged foreign currency denominated bal-
ance sheet positions and forecasted inter-company license
payments at the end of the fiscal year and the yearly aver
ages for fiscal years 2007 and 2006. The yearly averages
are calculated using the figures at the end of each of the
quarters.

€ millions 2007 2006
Yearly Yearly

12/31 average 12731 average

Value at risk 12 14 4 9
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Interest Rate Risk

Due to the short maturities of our investments and insignif-
icant financial liabilities, we did not have any significant inter-
est rate risk related to financial assets or financial liabilities
{see Note 13 and 18) in all years presented. The average
remaining maturity of our debt securities classified as non-
current is approximately 1.5 years.

Due to the acquisition of Business Objects S.A. in early
2008, SAP will be exposed to cash flow risk resulting from
the variability in future interest payments related to the
syndicated term loan facility. For information about SAP's
related hedging activities, see Note 25.

Equity Price Risk

Our investments consist of securities in listed and non-
listed companies held for purposes other than trading.
The equity investments in listed companies are monitored
based on the current market value, which is affected by
the volatility of stock markets worldwide. An assumed
20% decline in equity prices as at December 31, 2007
would reduce the value of our investments in marketable
securities by €1 million {2006: €3 miliion).

The equity investments in non-listed companies are moni-
tored individually. Those securities are recognized at cost,
because market values are generally not cbservable.
These cost-method investments are subject to an annual
impairment test.

Credit Risk

We are exposed to the risk of credit-related losses
through our operating and certain financing activities in the
event of nonperformance by counterparties to financial
instruments. We manage this risk through diversification
of our counterparties and use of counterparty credit limits
which are mainly based on the counterparty’s external
rating. Following our internal guidelines for financial risk
management, we conduct all of our business related to
financial investments with major financial institutions. This
approach is assured by detailed guidelines for the manage-
ment of financial risks, We do not have significant expo-
sure to any individual counterparty.




The credit risk of our operating business is managed sepa-
rately, mainly based on external ratings and our historical
experience with respective customers. Qutstanding debts
are frequently monitored locally and credit risks are taken
into account through recognized impairments. Credit risk
exposures from individual customers are limited due to our
large customer base and its distribution across many
different industries and countries worldwide.

The maximum exposure to credit risk is limited to the
carrying amounts of the financial assets. No significant
agreements reducing the maximum exposure to credit
risk had been concluded as at the reporting date.

Liquidity Risk

Liguidity risk results from the potential inability to meet
financial obligations, such as payments to suppliers or
employees. The Group-wide liquidity of SAP is generally
managed by our corporate treasury department. Apart
from working capital and cash management, SAP reduces
its liquidity risk by arranging credit facilities with various
financial institutions.

SAP AG has a €1 billion syndicated credit facility with

an international group of banks. We did not draw on the
facility during the years presented and have no current
plans to do so. In addition, SAP AG had bilateral lines of
credit totaling €599 million and €599 million at the end

of 2007 and 2006 respectively. Several subsidiaries in the
SAP Group have also arranged credit lines in their local
currency, which are guaranteed by SAP AG. We drew on

these lines of credit only to a very small extent.

On October 1, 2007, SAP AG entered into a credit facility
agreement with Deutsche Bank AG with a maturity date

of December 31, 2009. The credit facility was entered into
in connection with the acquisition of Business Objects S A
and amounted to €4.45 billion as at December 31, 2007,
Initially the credit facility served as a bank guarantee to
back up the tender offer. The use of the facility is not re-
stricted by any financial covenants (see Note 18 for further

details).

Fair Value of Financial Instruments
We utilize various types of financial instruments in the
ordinary course of business. The carrying amounts and
fair values of our financial instruments were as follows,
except trade receivables and payables where the carrying
amount approximates fair values:

€ millions 2007 2006
Carrying value Fair value Carrying value Fair value
Assets:
Debt and equity securities 652 652 1,007 1.007
Cash and cash equivalents 1,608 1,608 2,399 2,399
Restricted cash 560 550 0 0
Time deposits 35 35 19 19
Loans 57 57 51 51
Derivatives
Forward exchange contracts 88 as 33 33
Call options (STAR hedge) 58 58 17 171
Other derivatives 1 1 0 [¢]
Liabilities:
Bank loans and overdrafts -27 -27 -26 - 26
Other financial kabiities (excluding derivatives) -1 -1 -8 -8
Dertvatives
Forward exchange contracts -3 -3 - 12 -12
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All financial instruments presented in the table above are
described in detail in Note 13, 15, and 18. The market
values of these financial instruments are determined as
follows:

» Debt and equity securities: The fair values of debt and
equity securities are based on available quoted market
prices, except that quoted market prices are not
available for €69 million of equity securities at cost and
€19 million of equity method investments, for which
there were no indication of impairment at December 31,
2007 or 2006,

Cash and cash equivalents, Restricted cash, time de-
posits: Due to their short maturities, the book vatue of
cash and cash equivalents and time deposits approxi-
mates fair value.

Loans, bank loans and averdrafts, other financial liabili-
ties: The fair values of loans to third parties, bank loans
and overdrafts and other financial liabilities are deter-
mined by discounting estimated cash flows using appro-
priate interest rates adjusted to reflect the inherent
credit risk. Most loans to third parties, bank loans and
overdrafts are of a short term nature. Accordingly, the
net carrying values approximate their fair values.

(27) Share-Based Payment Plans

Qur total compensation expense recorded in connection
with share-based payment plans for the year 2007 was
€95 million (2006: £99 million; 2005 €45 million). The to-
tal income tax benefit recognized in the income statement
for share-based payment plans was €32 million in 2007
(2006: €13 million; 2005: €14 million). We did not capital-
ize any share-based payment costs as inventory or fixed
assets. The tax benefit realized from stock options exer
cised during the annual period was €19 million (20086:
€14 million; 2005: €7 million). Compensation expense in
connection with share-based payment plans recorded for
2007 and 2006 are not comparable to compensation
expense in connection with share-based payment plans
recorded in prior years due to our adoption on January 1,
2006 of the fair value recognition provisions of SFAS
123R using the modified-prospective transition method.
For more information, see Note 3.
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» Non-interest-bearing or below market-rate employee
loans are discounted to their present value using the
prevailing interest rate the employee would have to pay
to a bank for a similar loan.

= Derivatives: The fair value of forward foreign exchange
contracts is based on forward exchange rates. The fair
value of the derivatives entered into to hedge our STAR
programs and the fair values of our contingent derivative
interest rate contracts is based on market data that
reflect current market expectations.

The fair values of financial assets and securities and of
derivative financial instruments are determined for each
type of asset on an individual basis.

a} Employee Discounted Stock Purchase Programs

The Company acquires SAP AG common shares for vari-
ous employee stock purchase plans and transfers the
shares to employees. We record the discounts provided to
employees through such plans as compensation expense.
Generally the discounts provided to employees do not
exceed 15%.

b} Cash-Settled Share-Based Payment Plans

1) Stock Appreciation Rights (STAR) Plans
In March 2007 we granted approximately 18.7 million
(2006: 14.1 million: 2005: 19.0 million;) stock appreciation
rights (*2007 STARs", 2006 STARs" and “2005 STARs"
respectively) to selected employees who are not benefici-
aries of the SOP 2007 Plan. The 2007, 2006 and 2005
STAR grant-base values of €35.71, €42.12 and €30.47,
respectively, are based on the average fair market value of
one common share over the 20 business days commenc-
ing the day after the announcement of the Company's




preliminary results for the preceding fiscal year. The num-
ber of STARs granted in 2006 and 2005, and the corre-
sponding grant-base fair values shown above, are adjusted
figures as if the bonus shares issued in 2006 as described
in Note 23 of our 2006 Annual Report, had been issued
before the STARs were granted. The valuation of the
STARs is calculated quarterly, over a period of two years.
Each quarterly valuation is weighted as follows in determin-
ing the final valuation:

Weighting factor for valuation calculation of STAR awards, quarter ending

March 31| June 30| Sep. 30| Dec. 31 [March 31 | June 30 | Sep. 30| Dec. 31

5% 5% 10% 20% 10% 10% 10% 30%

The valuations for quarters ending December 31 are cal-
culated on the basis of the amount by which the grant
price is exceeded by the average fair market value of one
share of Common stock. as quoted on Xetra, the trading
system of the Frankfurt Stock Exchange, over the 20 con-
secutive business days following the announcement date
of the Company's preliminary annuat results. The other
quarterly valuations are calculated on the basis of the
amount by which the grant price is exceeded by the aver-
age fair market value of cne share of common share, as
quoted on Xetra, over the five consecutive business days
following the announcement of the Company's quarterly
results. Because each quarterly valuation is conducted
independently, it is unaffected by any other guarterly valua-
tion,

The cash payout value of each STAR is calculated quarter-
ly as follows: (i) 100% of the first €12.50 value apprecia-
tion for such quarter: (i) 50% of the next €12.50 value
appreciation; and (i) 25% of any additional value apprecia-
tion, Beneficiaries will receive payments with respect to
the 2007 STARs as follows: 50% on both March 31, 2009
and January 31, 2010. Under the terms of the 2006 STAR
program, beneficiaries were scheduled to receive an initial
payment of 50% on March 31, 2008, and a second install-
ment on January 31, 2009. Beneficiaries will receive STAR
payments provided that they are still employees of the
Company on the payment dates, subject to certain excep-
tions.

As our STAR plans are settled in cash, rather than by issu-
ing equity instruments, a liability is recorded for such plans
based on the current fair value of the STAR awards at the
reporting date. The fair value of the STAR 2007 awards
was estimated using a Monte-Carlc valuation model.

Expected volatilities are based on implied volatilities from
traded options on our stock for options with a correspon-
ding lifetime and exercise price. The fair value as at
December, 31 was calculated on the basis of the following
assumptions:

Risk-free interest rate 3.99% 10 4.716%
{depending on

maturity)

Expected volatility 27.3%
Expected dividend ratio 1.37%

The fair value of the STAR 2006 and STAR 2005 awards
was based on market data that reflect current market ex-
pectations. The fair value of the STAR awards is the same
as the fair values of the derivatives that are entered into

to hedge the compensation expense for the STAR 2006
awards because the terms of the STAR awards and the
derivatives are the same. Compensation expense - includ-
ing the effects of changes in the fair value of the STAR
award - is accrued over the period in which the employee
performs the related service ("vesting period”).

As at December 31, 2007, a STAR provision in the amount
of €74 million (2006: €132 million; 2005: €122 million)
was included in provisions in the Consalidated Balance
Sheets. The related STAR expense was affected by the
effects of the STAR hedge - as described in Note 25 -
and therefore totaled €43 million (2006: €28 million, 2005:
€21 million). The STAR provision as at December 31,
2007, and the related STAR expenses recorded during
2007, result from awards granted under the 2007, 2006,
and 2005 STAR programs.

In 2007 we paid to employees €61 million related to STAR
2005 and €18 million related to STAR 2004.

The amount of unrecognized compensation expense related
to nonvested share-based payment arrangements granted
under the STAR plans is dependent on the final intrinsic
value of the awards. The amount of unrecognized compen-
sation expense is dependent on the future price of our
common share and which we cannot reascnably predict.
The final payout amount will be recognized over a remain-
ing period from December 31, 2007 of 2.1 years for STAR
2007, 1.1 years for STAR 2006, and 0.1 years for STAR
2005.
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In January 2007 we granted approximately 0.1 million
stock appreciation rights to selected employees of a sub-
sidiary under a program with general terms that are closely
related to the STAR 2006 program ("2006 Subsidiary
STARs"). The program has only an immaterial effect on
our balance sheet and income statement. The related
STAR provision of this program as at December 31, 2007
totaled €0 million.

2) Incentive Plan 2010
In January 2007 the Company granted 0.7 million stock
appreciation rights (“rights") to top executives under the
Incentive Plan 2010. The plan provides for a maximum
payout of €144.60 per right if the market capitalization of
SAP AG doubles by December 31, 2010. The rights
issued to the beneficiaries of this plan will automatically be
exercised in case the conditions for exercise are met. The
base value of the rights is the base market capitalization
figure of €44,794,067,259, calculated as €144.60 (aver-
age Xetra closing price of the SAP AG stock in the period
July 1 through December 31, 2005, prior to the capital
increase as implemented on December 21, 2006) times
309,779,165 shares (number of issued shares minus the
treasury shares on December 31, 2005, prior to the capi-
tal increase implemented on December 21, 2006).

For the Incentive Plan 2010. the relevant actual market
capitalization is calculated by multiplying the average clos-
ing price of one SAP share in the Xetra trading system in
the measurement period (July 1 through December 31 of
each year) by the average number of outstanding SAP AG
shares outstanding minus the average number of treasury
shares in the measurement period of that year. The rele-
vant actual market capitalization is calculated annually in
the first month after the end of each measurement period,
beginning in 2006 and ending in 2010.

The rights will only be exercisable if SAP's common share
outperforms the Goldman Sachs Software Index ("GSTI
Software Index") during the period between the issue of
the rights and December 31, 2010, or December 31 of
the year with the last measurement period if the rights are
exercised before that date. Further, to be exercisable from
2006 through 2008, the actual market capitalization must
not be less than 200% of the base value.
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The rights are not exercisable if exercise would result in a
windfall profit. The decision whether exercise results in

a windfall profit will be made by the Supervisory Board's
compensation committee at its sole discretion.

If the relevant actual market capitalization is 200% (or more)
of the base market capitalization and the other conditions
are met, the payout value per right will be €144.60.

If the increase between the base value and the refevant
actual market capitalization is less, the payout per award
will be based on the following scale:

Calculation Incrementai

of payout as | maximum payout Incremental
Increase in market percentage per| as percentage of maximum
capitalization point increase base value payout per right
% % €
Ote 50 0.00 0 0.00
> 50to BO 0.67 20 28.92
> 80to 90 3.00 30 43.38
> 90 to 99.99 5.00 50 72.30
Total 100 144,60

If the plan pays out, beneficiaries will receive the payments
12 months after the compensation committee has deter-
mined the exercise value.

The Incentive Plan 2010 is settled in cash rather than by
issuing equity instruments, so a liability is recorded for the
rights granted reflecting the fair value of the rights at the
reporting date. Compensation expense - including the ef-
fects of any changes in fair value of the rights - is accrued
over the period the beneficiaries are expected to perform
the related service ("vesting period”).

The fair value of the rights is estimated using a Monte-
Carlo valuation model. Expected volatilities are based on
implied volatilities from traded options on our stock for
options with a corresponding lifetime and exercise price.
The fair value as at December, 31 was calculated using the
following assumptions:

Risk-free interest rate 3.99% to 4.36%
(depending on

maturity)

Expected volatility 29.6%
Expected dividend ratio 1.37%




As at December 31, 2007 the provision for rights granted
under the Incentive Plan 2010 amounted to €3 million
(2006: €2 million).

The amount of unrecognized compensation expense relat-
ed to nonvested rights granted under the Incentive Plan
2010 depends on the final intrinsic value of the awards.
The amount of unrecognized compensation expense is
dependent on the future price of our common shares and
certain other factors that we cannot influence or reason-
ably predict. The final payout amount will be recognized
over a remaining period of up to three years from Decem-
ber 31, 2007.

3) Virtual Stock Option Plan 2007
In March 2007 the Company granted 7.0 million virtual
stock options (stock appreciation rights, "SAP SOP
2007"). The plan provides for cash settlement only and is
available to members of the SAP AG Executive Board,
members of subsidiaries” executive boards, as well as to
eligible executives and other top performers of SAP AG
and its subsidiaries. The program replaced the SAP SOP
2002 Plan, described below. The awards under the SAP
SCP 2007 Plan have a grant-base value of €35.71, which
is based on the average fair market value of one common
share over the 20 business days following the announce-
ment date of the Company's preliminary results for the
preceding fiscal year.

Under the SAP SOP 2007 Plan, beneficiaries receive
stock appreciation rights ("Virtual Stock Options” or
"rights") based on the SAP share price, which gives them
the right to receive a certain amount of money by exercise
under the terms and conditions of this plan.

Rights granted under this plan may be exercised after a
vesting period of two years starting on the grant date. The
term of the Virtual Stock Options is five years. The rights
will expire five years after the grant date if not exercised by
the holder before that date.

The exercise price is 110% of the base value. Thus, the
right can only be exercised if the share price at exercise
exceeds the grant price by at least 10%. Monetary bene-
fits will be capped at a share price of 200% of the exercise
price.

As SAP SOP 2007 is settled in cash rather than by issuing
equity instruments, a liability is recorded on the basis

of the current fair value of the outstanding Virtual Stock
Options at the reporting date. The fair value of the rights
is estimated using a binomial valuation method. Expected
volatilities are based on implied volatilities from traded
options on our stock with a corresponding lifetime and ex-
ercise price. The expected life of the options was deter-
mined to be 5 years. This assumption was made based on
expected exercise behavior since no refiable historical data
was available. The fair values as at December, 31 were
calculated using the following assumptions:

Expected life 5 years
Risk-free interest rate 3.99% to 4.36%
{depending on

maturity}

Expected volatility 31.2%
Expected dividend ratio 1.371%

As at December 31, 2007, the provision for rights granted
under the SAP SOP 2007 Plan amounted to €21 million.

The amount of unrecognized compensation expense related
to nonvested rights granted under the SAP SOP 2007
Plan depends on the final intrinsic value of the awards. The
amount of unrecognized compensation expense is de-
pendent on the future price of cur common share and cer-
tain other factors that we cannot influence or reasonably
predict.
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¢) Equity Settled Share-Based Payment Plans

1) Stock Option Plan 2002
At the 2002 Annual General Meeting of Shareholders, the
SAP AG shareholders approved the SAP SOP 2002 Pian,
which provides for the issuance of stock options to mem-
bers of the SAP AG Executive Board, members of sub-
sidiaries’ executive boards, and to eligible executives and
other top performers of SAP AG and its subsidiaries. The
SAP SOP 2002 Plan was designed to replace the LTI 2000
Plan, described below. Under the SAP SOP 2002 Plan,
the Executive Board was authorized to issue, on or before
April 30, 2007, up to 19.0 million stock options. In 2007,
the SAP SOP 2002 Plan was replaced by the SAP SOP
2007 Plan. The last stock options under the SAP SOP
2002 Plan were granted in 2008.

Each stock option granted under the SAP SOP 2002 Pian
entitles its holder to subscribe to four shares of the Com-
pany’s common stock by tendering payment of an exercise
price per option equal to a base price and a premium of
10% of the base price. The base price is calculated as the
average market price of SAP AG's common share on the
Frankfurt Stock Exchange during the five trading days pre-
ceding the issue of the respective stock option, calculated
on the basis of the arithmetic mean of the closing auction
prices of the stock in the Xetra trading system. The op-
tions cannot be exercised at an exercise price that is less
than the closing auction stock price on the day before the
issue date. The term of the stock options is five years.
Subscription rights cannot be exercised until the vesting
period of two years has elapsed.

For options granted to members of the Executive Board
during and after February 2004, the SAP SOP 2002 Plan's
terms cap the subscription rights if the Supervisory Board
determines that an option holder would make a windfall
profit on exercising the rights. A windfall profit is defined
for this purpose as a profit that, when combined with the
profit from earlier exercises of subscription rights issued
to the option holder at the same issuing date, exceeds
twice the product of (i} the number of subscription rights
received by the option holder and (i} the exercise price.
Such profit is determined as the total of the differences,
calculated individually for each exercised subscription
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right, between the closing price of the share on the exer-
cise day and the exercise price. SAP AG has undertaken
to reimburse to the option holders any expenses they may
incur through fees, taxes, or deductions related to the cap.
The cap will only be imposed if the Supervisory Board
determines that the windfall profit results from significant
extraordinary, unforeseeable developments for which the
Executive Board is not responsible.

The fair value of the options granted under the SAP SOP
2002 Plan was estimated as at the date of grant using the
Black-Scholes-Merton option-pricing model. For options
granted 2006 and 2005, the expected life of the options
was determined using the "simplified method” to be 3.5
years, which represented the average of the vesting period
and the contractual term of the awards. This approach was
used because we did not have sufficient information about
the historical exercise behavior of equity-based options
granted to our employees. For awards granted from 2002
to 2004, the expected term of the awards was determined
to be 2.5 years. Expected volatilities are based on implied
volatilities of traded options to purchase cur commen
share granted in 2006 and 2005 and based on historical
data for options granted between 2004 and 2002.

The fair values of the Company's share-based awards
granted under SAP SOP 2002 Plan were calculated using
the following assumptions and plan terms:

2006 2005
Expected life in years 3.50 3.50
Risk-free interest rate 3.10% 2.82%
Expected volatility 24% 24%
Expected dividend ratio 0.87% 0.65%




Activities in 2007 under Stock Option Plan 2002 were as
follows:

Weightad

Number of Weighted avarage
options | average exercise remaining Aggregate
outstanding price per option { contractual term intrinsic value
({000) € years € millions
1/1/2007 7,446 142.57 28 182
Granted - - - -
Exercised 1,451 110.87 - -
Forfeited or expired 182 172,51 - -
[12/31/2007 5,813 149,54 2.0 41
Fully vested options as at 12/31/2007 4,160 135.08 1.5 41

The weighted-average grant-date fair value of share op-
tions granted during the years 2006 and 2005 was €26.47
and €20.08, respectively. The total intrinsic value of
options exercised during the years ending December 31,
2007, 2006, and 2005 was €59 million, €46 million, and
€78 million, respectively.

A summary of the status of our nonvested options as at
December 31, 2007, and changes during the year ending
December 31, 2007, is presented below:

Weighted

average

Mumber | grant-date

of options fair value

(000} €

Nonvestad as at 1/1/2006 4,846 29.81
Granted 1,842 26.47
Vested - 2,000 43.61
Forfeited - 147 23.21
Nonvested as at 12/31/2006 4,541 22.59
Granted - -
Vested - 2,756 20.08
Forfeited - 132 26.26
lNonvestod as at 12/31/2007 4,653 26.47

As at December 31, 2007, there was €4 million of total
unrecognized cost related to nonvested options granted
under the SAP SOP 2002. That cost is expected to be
recognized over a period of 0.1 year.

2} Long Term Incentive 2000 Plan
On January 18, 2000, SAP AG's shareholders approved
the LTI 2000 Plan. The LTI 2000 Plan is a share-based pay-
ment program providing members of the SAP AG Execu-
tive Board, members of subsidiaries’ executive boards and
selected employees a choice between convertible bonds,
stock options, or a 50% mixture of each. Beneficiaries
were offered 25% more units if they chose stock options
than if they chose convertible bonds. Under the LTI 2000
Plan. each convertible bond having a €1 nominal value is
convertible into four common shares over a maximum of
10 years, subject to service vesting requirements. The
conversion price is equal to the market price of 2 common
share as quoted on the Xetra trading system on the day
immediately preceding the grant. Each stock option may
be exercised in exchange for four common shares over a
maximum of 10 years, subject to the same vesting require-
ments. The exercise price varies with the outperformance
of the common share price appreciation against the appre-
ciation of the GST| Software Index from the day immedi-
ately preceding grant to the day on which the exercise
price is determined. Both the convertible bonds and stock
options vest as follows: 33% after two years from date
of grant, 33% after three years, and 34% after four years.
Forfeited convertible bonds or stock options are disquali-
fied and may not be reissued.

In total, 12.3 million conversion and subscription rights
were issued under the LTI 2000 Plan through March 14,
2002. At the 2002 Annual General Meeting of Sharehold-
ers, the Company's shareholders revoked the authorization
to issue further convertible bonds and stock options under
the LTI 2000 Plan.
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A summary of the LTI 2000 Plan activity for both convert-
ible bonds and stock options is as follows:

Number of options/ | Weighted average [ Weighted average
convertible bonds exercise price remaining Aggregate
outstanding per option contractual intrinsic value
(000} € years € millions
Stock options
1/1/2007 1,010 106.15 4.7 55
Granted - - - -
Exercised - 119 112.33 - -
Forfeited -13 111.14 - -
I 12/31/2007 879 109.92} . 36 28
Convertible bonds
1/1/2007 6411 202.20 4.2 22
Granted - - - -
Exercised - 68 150,98 - -
Forfeited - 194 207.12 - -
[12/31/2007 6,149 202.61 3.2 0

All convertible bonds and stock options outstanding as at
December, 31, 2007 are exercisable.

Due to the fact that all LTI 2000 Plans were fully vested
during 2006, we recorded no compensation expenses
in 2007. In 2006, we recorded compensation expenses
for the LTI 2000 Plan in the amount of €11 million based
on the fair value recognition provisions of SFAS 123R.
Compensation expenses recorded in prior years are not
comparable as they were recorded based on the
intrinsic-value-based method according to APB 25

(see Note 3).

(28) Segment and Geographic Information

Qur internal reporting system praduces reports in which
business activities are presented in a variety of ways, for
example, by line of business or by geography. Based on
these reports, the Executive Board, which is responsible
for assessing the performance of various company com-
ponents and making resource allocation decisions as a
Chief Operating Decision Maker (CODM), evaluates busi-
ness activities in a number of different ways. While neither
the line of business structure nor the geographic structure
is identified as primary, we have determined that our fines
of business constitute operating segments. We have three
reportable operating segments which are organized based
on products and services: Product, Consulting, and
Training.
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In 2005, we recorded compensation expenses for the LTI
2000 Plan in the amount of €21 million.

The total intrinsic value of stock options exercised during
the years ending December 31, 2007, 2006, and 2005
was €5 million, €27 million and €23 million respectively.
The total intrinsic value of convertible bonds exercised dur-
ing the years ending December 31, 2007, 2006, and 2005
was €0 million, €6 million, and €0 million, respectively.

The Product segment is primarily engaged in marketing
and licensing our software products, performing software
development services for customers, and providing sup-
port services for our software products. The Consulting
segment performs various professional services, mainly
implementation of our software products. The Training
segment provides educational services on the use of our
software products and related topics for customers and
partners.

The accounting policies applied for segment reporting pur-
poses are the same as those described in Note 3. How-
eer, differences in foreign currency translations result in
minor deviations between the amounts reported internally
for management purposes and the amounts reported in
the Consolidated Financial Statements.




Our management reporting system reports our inter-seg-
ment transfers as cost reduction and does not track them
as internal revenues. Inter-segment transfers mainly repre-
sent utilization of manpower resources of one segment by
another segment on a project-by-project basis. Inter-seg-

ment transfers are charged based on internal cost rates
including certain indirect overhead costs but without profit

margin.

Segment revenue and results as well as other relevant
segment information are presented below:

€ milions Product Consulting Training Total
2007
External revenue from reportable segments 7,369 2,368 493 10,231
Other 11
Tetal consolidated revenue 10.242
Segment result 4,300 631 209 5,140
Unallocated corporate revenue and expenses - 2,408
Operating income 2,132
COther non-operating income/expense, net 1
Financial income, net 124
Income before income taxes and minerity interests 2,857
Other infermation
Depreciation and amortization -98 -33 -4
2008
External revenue from reportable segments 6.643 2,300 440 9,383
Cther 10
Total consolidated revenue 9,383
Segment result 4034 596 167 4,797
Unallocated corporate revenue and expenses -2,219
Operating income 2,578
Other non-operating income/expense, net -12
Financial income, net 122
Income before income taxes and minority interests 2,688
Other information
Depreciation and amortization _ 86 - 24 -7
2005
External revenue from reportable segments 6,041 2078 380 8,499
Other 10
Total consolidated revenue 8,509
Segment result 3.594 458 132 4,184
Unallocated corporate revenue and expenses - 1,847
QOperating income 2.337
Other non-operating income/expense. net -25
Financial income. net 11
Income before income taxes and minority interests 2,323
Other information
Depreciation and amortization -84 -25 -7

SAP Annual Report 2007 - Financial Information 187




Hevenues

Since our segments are organized on the basis of prod-
ucts and services, the amounts of external revenue for the
Product, Consulting, and Training segments are materially
consistent with the amounts of Software and software-
related service revenue, Consulting revenue, and Training
revenue, respectively, as reported in the Consclidated
Statements of Income. The differences in revenue
amounts between the three reportable segments and the
corresponding captions in the Consolidated Statements of
Income are due to the fact that for internal reporting pur-
poses, revenue is generally allocated to the segment that
is responsible for the related transaction regardless of
revenue classification. Thus, for example, the Training seg-
ment's revenue includes certain amounts classified as
software revenue,

External revenue - Other (2007: €11 million, 2006: €10
million, 2005: €10 million) mainly represents revenue inci-
dental to our main business activities which is generated
from services provided outside the reportable segments,
and minor currency translation differences.

Segment Result

Segment result reflects operating expenses directly attrib-
utable or reasonably allocable to the segments, including
costs of product, costs of services, and sales and market-
ing expenses. Costs that are not directly attributable or
reasonably allocable to the segments such as administra-
tion and other corporate expenses are not included in the
segment result. Development expense is excluded from
the segment result because our internal management re-
porting measures the segment performance without taking
development expense intc account. In addition. for man-
agement purposes, share-based compensation expense is
not included in the segment result.

Depreciation and amortization expenses reflected in the
segment result include the amounts directly attributable
to each segment and the depreciation and amortization
portion of the facility and IT-related expenses allocated to
each segment based on headcount. facility space and
other measures.
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A one-time effect of a change in estimate on allowance

for doubtful accounts in 2006 was allocated to the Product
segment, the Consulting segment, and the Training segment
in the amounts of €30 million, €13 million, and €2 million,
respectively.

The following table presents a detail of unallocated corpo-
rate revenue and expenses:

€ millions 2007 2006 2005

Unallocated corporate revenue

and expsnses:

External revenue from services provided

outside of the reportable segments -1 -10 -10

Development expense -

Management view 1.769 1.642 1,339

Administration and other corporate

expenses - Management view 855 488 473

Share-based compensation expenses 95 99 45
2,408 2,219 1,847

Development expense and administration expense above
are hased on a management view and do not equal the
amounts under the corresponding caption in the Consoli-
dated Statements of Income. The differences are mainly
due to the fact that the management view focuses on or-
ganizational structures and cost centers rather than cost
classification to functional areas.

Segment Assets
Segment asset information is not provided to the CODM.
Goodwill by reportable segment is disclosed in Note 16.

Geographic Information
The following tables present external revenue by location
of customers and by location of companies, which reflects
the location of our subsidiary responsible for the sale, and
information about certain long-lived assets detailed by
geographic region,




€ millions Revenue by location of customers Revenue by location of companies
2007 2006 2005 2007 2006 2005
Germany 2,004 1,907 1,810 2,146 2.031 1,906
Rest of EMEA" 3.386 2,994 2,709 3,327 2.959 2,670
Total EMEA 5,390 4,901 4,519 5473 4,990 4576
United States 2,708 2,609 2,340 2,689 2,588 2,340
Rest of Americas 871 776 656 855 753 654
Total Americas 3,577 3.385 2,996 3,554 334 2,994
Japan 447 431 408 443 429 402
Rest of Asia Pacific Japan 828 676 588 772 633 537
Total Asia Pacific Japan 1,275 1,107 994 1,215 1,062 939
10,242 9,393 8,509 10,242 9,393 8,509
€ millions Software and software-related service revenue Software and software-related service revenue
by location of customers by location of companies
2007 2006 2005 2007 2008 2005
Germany 1,432 1.342 1,237 1.526 1,421 1,303
Rest of EMEAY 2541 2,169 1.957 2,523 2,169 1,943
Total EMEA 3,973 3,511 3,194 4,049 3,580 3,246
United States 1,838 1,726 1.553 1,825 1,710 1,557
Rest of Americas 657 556 469 650 534 466
Total Americas 2,495 2,282 2,022 2.475 2,244 2,023
Japan 340 308 294 336 306 291
Rest of Asia Pacific Japan 619 495 445 567 456 395
Total Asia Pacific Japan 9359 803 739 903 762 586
7.427 6,596 5,955 7.427 6,596 5,955
€ milliong Property, plant, and equipment, net Intangible assets, net
2007 2006 2005 2007 2006 2005
Germary 923 858 764 216 149 87
Rest of EMEA" 135 133 129 35 1 0
Total EMEA 1.058 991 893 251 150 a7
United States 167 152 155 138 95 14
Rest of Americas 13 10 9 14 18 33
Total Americas 180 162 164 152 113 47
Japan 4 4 4 4] 0 o)
Rest of Asia Pacific Japan 74 49 34 0 0
Total Asia Pacific Japan 8 53 38 0 0 6
1,316 1,206 1,095 403 263 140
¥ Eurcpe, Mrddle East, Africa.
Due to the large number of the customers we serve, there
is no single customer whose business with us accounted
for a material portion of our total revenue.
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{(29) Board of Directors

Executive Board

Prof. Dr. Henning Kagermann
Chief Executive Officer

1 Qverall responsihility for SAP’s strategy and business

development,
product development for large enterprises,

" Global Communications,
. Internal Audit, Top Talent Management

: Léo Apctheker
" Deputy Chief Executive Officer
" Sales, Consulting, Education, Marketing,

Partner Management

Dr. Werner Brandt

Chief Financial Officer

Finance and Administration, Shared Services,

SAP Ventures,

Giobal Intellectual Property, Mergers & Acquisitions

Prof. Dr. Claus E. Heinrich

Labor Relations Director

Global Human Resources, Internal SAP [T,

SAP Labs network, Internal Business Processes

Gerhard Oswald
Global Service and Support,
SAP Business ByDesign

John Schwarz (from March 1, 2008)
Chief Executive Officer of Business Objects

. Business Objects business unit, including product develop-

ment, go-to-market activities, and services and support

Dr. Peter Zencke
Application Platform, Research,
SAP Business ByDesign, SAP Business One

Shai Agassi (until March 31, 2007)
Product development and technology, Industry solutions,
Product and industry marketing
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Membership on supervisory boards and other comparable governing
bodies of enterprises, other than subsidiaries of SAP on
December 31, 2007" {excluding former Executive Board members)

Supervisory Board, Deutsche Bank AG,

Frankfurt am Main, Germany

Supervisory Board, Miinchener Rickversicherungs-
Gesellschaft AG, Munich, Germany

Board of Directors, Nokia Corporation, Espoo, Finland
(from May 3. 2007)

Supervisory Board, AXA, Paris, France

Supervisory Board, LSG Lufthansa Service Holding AG,
Neu-Isenburg, Germany

Supervisory Board, QIAGEN N.V., Venlo, The Netherlands
{from June 20, 2007)

Board of Directors, Synopsys, Inc.. Mountain View,
California, USA

Supervisory Board, SupplyOn AG, Hallbergmoos, Germany
Supervisory Board. MeVis Medical Solutions AG,
Bremen, Germany (from August 22, 2007)

Information as at December 31, 2007, or as at the date on which membership in the
SAP Executive Board ended.

Y Memberships on supervisary boards and comparable governing bodies of SAP's subsidiaries
can be obtained from the Company on request,




Supervisory Board

Prof. Dr. h.c. mult. Hasso Plattner2! 4)-5).7)
Chairman of the Supervisory Board

Lars Lamadg ™ 4+ 7
Deputy Chairman
Project Manager Service & Support

Pekka Ala-Pietila®!
Co-founder and CEO Blyk Ltd. London, Great Britain

Thomas Bamberger ' 3 {from May 10, 2007)
Head of Cperations Global Service & Support
Chief Controlling Officer Research & Breakthrough
Innovation

Chief Controlling Officer Global Service & Support

Panagiotis Bissiritsas ' 2 € (from May 10, 2007}
Support Expert

Willi Burbach ' 8 7)
Developer

Helga Classen®- 4.7
Chairperson of the Works Council of SAP AG and
SAP Hosting AG & Co. KG

Prof. Dr. Wilhelm Haarmann?2-€)- 7

Attorney-at-law, certified public

auditor, certified tax advisor HAARMANN
Partnerschaftsgesellschaft, Rechtsanwiélte, Steuerberater,
Wirtschaftspriifer, Frankfurt am Main, Germany

Peter Koop'- % (from May 10, 2007)
Industry Business Development Expert

Membership on ather supervisory boards and comparable
governing bodies of enterprises other than SAP on December 31, 2007
(excluding former Supervisory Board members}

Board of Directors, Pdyry Plc, Vantaa, Finland

Board of Directors, CVON Group Limited, London,

Great Britain

Board of Directors, CVON Limited, London, Great Britain
Board of Directors, CVON Innovations Limited, London,
Great Britain

Board of Directors, Blyk Services Oy, Helsinki, Finland
Board of Directors, CVON Innovation Services Oy, Turku,
Finland (from February 9, 2007}

Board of Directors, CVON Future Limited, London, UK
(from February 5, 2007)

Board of Directors, HelloSoft Inc., San José, USA

{from February 1, 2007)

Supervisory Board, Aareon AG, Mainz, Germany
Supervisory Board, Viodafone Holding GmbH, Dusseldorf,
Germany
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Dr. Gerhard Maier"- 2.3
Development project manager

Dr. h.¢. Hartmut Mehdorn®
Chairman of the Executive Board,
Deutsche Bahn AG, Beriin, Germany

Prof. Dr.-Ing. Dr. h.c. Dr. Ing. E.h. Joachim Milberg?: 5.7
{from May 10, 2007)

Chairman of the Supervisory Board BMW AG,

Munich, Germany

Prof. Dr. Dr. h.c. mult. August-Withelm Scheer® 8
Professor at Saarland University, Saarbriicken, Germany

Dr, Erhard Schipporeit3
Management Consultant
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Supervisory Board, DB Netz AG, Frankfurt am Main,
Germany

Supervisory Board, DEVK Deutsche Eisenbahn
Versicherung Lebensversicherungsverein a.G., and
DEVK Deutsche Eisenbahn Versicherung Sach- und
HUK-MVersicherungsverein a.G., Cologne, Germany
Supervisory Board, Dresdner Bank AG. Frankfurt am
Main, Germany

Supervisory Board, DB Magnetbahn GmbH, Munich,
Germany

Supervisory Board, Bertelsmann AG, Gutersloh. Germany
Supervisory Board, Festo AG, Esslingen, Germany

Board of Directors, Deere & Company, Moline, lllincis,
USA

Supervisory Board. MAN AG, Munich, Germany

(until May 10, 2007}

Supervisory Board, IDS Scheer AG, Saarbriicken, Germany
Supervisory Board, imc information multimedia
communication AG, Saarbriicken, Germany

Board of Trustees, Hasso-Plattner-Stiftung fur Software-
systemtechnik, Potsdam, Germany

Supervisory Board, Saarbriicker Zeitung Verlag und
Druckerei GmbH, Saarbricken, Germany

Member of the Senate, Fraunhofer-Gesellschaft zur Forde-
rung der angewandten Forschung e.V., Munich, Germany
Supervisory Board, Deutsche Messe AG, Hanover,
Germany (from August 28, 2007)

Supervisory Board, Commerzbank AG, Frankfurt am
Main, Germany (until January 31, 2007)

Supervisory Board, Talanx AG. Hanover, Germany
Supervisory Board, Deutsche Bérse AG, Frankfurt am
Main, Germany

Supervisory Board, HDI V.a.G., Hanover, Germany
Supervisory Board, Hannover Rickversicherung AG,
Hanover, Germany {from May 3, 2007)
